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THURSDAY, JUNE 13, 1957 


Untrep States SENAtTe, 
SUBCOMMITTEE ON ANTITRUST AND Monopoty, 
OF THE COMMITTEE ON THE JUDICIARY, 
Washington, D.C. 

The subcommittee met, pursuant to call, at 9:30 a. m., in room 457, 
Senate Office Building, Senator Estes Kefauver presiding. 

Present: Senators Kefauver (chairman), O’Mahoney, Wiley, and 
Dirksen. 

Also present: Senators Carroll and Watkins; Paul Rand Dixon, 
counsel and staff director; Dr. John M. Blair, chief economist; Peter 
Chumbris, counsel for the minority; Philip Layton and George Clif- 
ford, attorneys; and Ray Cole, investigator. 

Senator Krerauver. The committee will come to order. 

We have delayed these gentlemen of the Idaho Power Co. In 
the thought that we might expedite the hearing and be helpful to 
the witnesses, as well as to others, I thought I might set forth at this 
— the principal issues which involve the representatives of the 

daho Power Co. 

I might summarize, as I see them, the issues which involve the 
representatives of the Idaho Power Co. and, I believe, in which the 
committee is interested as well as the public. 

During the hearings there has come to the attention of the subcom- 
mittee various statements made by representatives of the Idaho Power 
Co. before the Federal Power Commission, the courts, and committees 
of Congress, that the dams would be constructed by the Idaho Power 
Co. without cost to the Government. 

There also has come to the attention of the subcommittee pe peor 
tions appearing in various national publications sponsored by the 
American independent electric light and power companies to the effect 
that the dams on the Snake River will be built without cost to the 
Government. 

These representations are inconsistent with the testimony of the 
chief accountant of the Federal Power Commission, who testified be- 
fore this subcommittee to the effect that the tax certificates which were 

ranted to the Idaho Power Co. for the construction of the dams at 
rownlee and Oxbow will cost the people of the United States $83.5 
millions, and will benefit the Idaho Power Co. in the amount of $339 
million, although this amount would be reduced by another form of 


depreciation, liberalized depreciation, by somewhere between a fourth 
and a third. 


Mr. Cuumpris. About 25 percent. 
619 
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Senator Keravver. We will certainly go into this inconsistency. 
It raises a serious question in my mind as to whether the tax cortih- 
cates were obtained by misrepresentations, as the Federal Power 
Commission founded its opinion on the fact that the dams would be 
without cost to the United States. 

It has also come to the attention of the subcommittee that during 
the testimony on the application for license by Idaho Power Co. 
before the Federal Power Commission in December of 1953, Mr. 
Roach stated that the filing of the application for tax certificates by 
the company was an obligation, and that the company had faint hope 
of any success. 

This statement on the part of the president of the Idaho Power Co. 
is inconsistent with other evidence which we intend to go into indi- 
onkeng that the company was very interested in obtaining the tax 
certificates and continued to pursue their application far beyond any 
faint hope. 

From the very beginning of these hearings the date of December 
31, 1958, has been most important. In April 1955 the Office of De- 
fense Mobilization, while Idaho Power Co.’s application for license 
was pending before the Federal Power Commission, expanded the 
electric power goal from 116 million kilowatts to 150 million kilowatts 
to be completed by December 31, 1958. 

In plain language this meant that among other things tax cer- 
tificates would not be issued or would not be honored on any project 
which was not completed and in operation by December 31, 1958. 
It was not until the first week in May 1957, when the Supreme Court 
denied the application for a rehearing, that the license granting Idaho 
Power Co. the right to construct dams at Brownlee and Oxbow were 
definite and certain. However, when the Supreme Court handed 
down its initial decision on April 1, 1957, affirming the licenses to 
Idaho Power Co. to construct these dams, the following pertinent 
events took place: 

April 4, 1957: The Byrd bill introduced ; 

April 8, 1957: Wyckoff wrote a memorandum to Gordon Gray rec- 
ommending the granting of the tax certificates to the Idaho Power 
Co. for Brownlee and Oxbow ; 

April 10, 1957: Gray decided to issue these certificates and informed 
four members of the White House staff—Sherman Adams, Governor 
Pyle, Gerald Morgan, and General Persons—that the certificates were 
to be issued ; 

April 12, 1957: Idaho Power Co. wrote to English of the Interior 
Department, who transmitted the letter to ODM on April 15, that 
Idaho Power Co. intended to finish Brownlee and Oxbow by December 
31, 1958; 

April 17, 1957: The tax certificates were signed in accordance with 
the instructions of Gray. 

A question most important and as yet unexplained is whether or not 
the completion date of December 31, 1958, will be met. ‘This question. 
will be thoroughly explored at this hearing. In fairness to the public 
it is most important that all of the recent scrambling that has taken 
place concerning this completion date be laid upon the table for 
thorough examination. 

We must know definitely whether or not the actual plans for the 
construction of the dam at Oxbow have been approved as yet by the 
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Federal Power Commission ; whether the working model of such dam 
has been built and approved by the Federal Power Commission ; and 
whether or not, because of the shortness of time between now and 
December 1958, it will be necessary to expend more moneys in order 
to complete the dam by this deadline. 

This factor is most important because it has been testified that any 
increase in cost can result in an increase in the tax writeoffs to Idaho 
Power Co., and likewise will serve as an increased base upon which 
consumer rates might be predicated. The subcommittee certainly in- 
tends to go thoroughly into this question. 

F inally, because of the difficulty that the subcommittee has encoun- 
tered by the plea of executive privilege and by virtue of the fact 
that Governor Pyle has declined the “subcommittee’s invitation to 
appear and testify, it will be necessary to go thoroughly into the ques- 
tion of the officials, both presently in the Government and for merly in 
the Government, who have been contacted by officials of Idaho Power 
Co. in the pursuit of both the application for license as well as the 
applications for tax certificates. 

It is hoped that the officials of the Idaho Power Co. will be open and 
frank with the committee. It is my belief that nothing is more harm- 
ful to our system of Government than the reluctance to air publicly 
Government benefits or subsidies. 

The way the record now stands, I am extremely disturbed by the 
efforts of various officials to hide the true facts of the granting of 
the license and tax writeoff certificates to the Idaho Power Co. behind 
a smokescreen. 

With the help of the officials of the Idaho Power Co., we hope to be 
able to solve some of the mysteries about this matter today. I hope 
we can stay with this until we get some of these questions answered. 

Senator Wiey. I think that is a very good statement that you 
made. It seems to me that the license is one thing; the tax writeoff 
is another. 

What I am getting at is that unless there is something crooked— 
these people got a license to build, and they apparently said they did 
not need any tax writeoff. But after they got the license, they changed 
their mind and got the tax writeoff. 

Now, is there anything crooked in that ? 

Many of us change our minds on many things. So far in the evi- 
dence I have seen nothing. 

I make it plain I feel this is a case where the question should be 
Hells Canyon Dam in the first instance, but I voted that way but hav- 
ing lived a long life and I hope a useful one, it seems to me that it is a 

case so far of where these people changed their mind, asked for this 
tax writeoff and they got it. 

If there is something else in the picture I want to know what it is. 
And I would like to have our distinguished friend, Mr. Dixon, let us 
know what we are seeking here. 

Senator Keravver. Senator Wiley, I have tried to outline the points 
that we want to talk about with these gentlemen. 

They will answer the questions that you have brought up and will 
go into them. 

When we recessed on Tuesday, we were on the question of the 
completion date, as I remember it, the date they expected to bring 
Oxbow into operation. 


SS EO ES 


pa a 
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Mr. Kimball had testified the first time he thought it was mentioned 
to him that a decision on the date had been made was about the time 
of the Supreme Court decision; the decision on the date was made 
shortly after April 1, 1957, when the Supreme Court announced its 
findings. 


Is that correct, Mr. Roach; do you want to take up the question 
from there? 


STATEMENT OF T. E. ROACH, PRESIDENT, IDAHO POWER C0.; AC- 
COMPANIED BY JOHN T. KIMBALL, VICE PRESIDENT AND GEN- 
ERAL MANAGER; AND R. P. PARRY, SPECIAL COUNSEL—Resumed 


Mr. Roacu. Yes; that is correct, Senator Kefauver. 

Senator Keravuver. Just when was it you made up your mind that 
you were going to definitely finish Oxbow by December 31, 1956? 

Mr. Roacu. Well, as I said day before yesterday, immediately 
following the Supreme Court decision. Whether it was on the day 
the decision was rendered or on the second, my decision was reached. 

Senator Keravuver. Three or four days after. 

Mr. Roacu. I said immediately after the Supreme Court decision. 

Senator Keravver. Prior to that time you had a plan to finish in 
1960 or 1961 or some later time? 

Mr. Roacu. I did not say that. I said that our plan had been to 
move into Oxbow, in an orderly fashion that would enable us to 
make the most efficient use of the manpower that we had. 

Senator Keravver. In other words to shift your organization and 
your equipment and men from Brownlee to Oxbow. 

You thought that would be less expensive ? 

Mr. Roacu. That is correct, sir. 

Senator Keravuver. About what percentage of Oxbow have you 
finished by now, do you think? 

Mr. Roacu. Well, Senator, I can’t give it to you in percentages. 
In my telegram to Mr. Gray I outlined the specific steps that have 
taken place. 

Senator Keravuver. That has been made a part of the record. How 
much did you figure the additional cost of what we would call a rush- 
up program on Oxbow would be, that is, not doing Oxbow on what 
you call the orderly way after Brownlee, but how much did you figure 
that it would cost extra? 

Mr. Roacu. Senator, I have not figured any exact amount it might 
have cost Idaho Power for the simple reason that it may not cost 
Idaho Power a single solitary cent additional. 

In a big construction job of this character there are so many vari- 
ables involved that you have as many items that might be less than 
your estimate as you have items above your estimate and we have 
not to date built a project on the Snake River that has cost us more 
than our estimate, and as prudent businessmen in talking about it we 
always in thinking provide ourselves with a cushion. 

Now if I may, I would like to go back to the question of completion 
date on this to bring to the attention of the committee this fact. In 
anticipation of ultimately getting the way clear legally for proceeding 
without any concern over the validity of our license, we had previously 
placed orders for all of the Oxbow equipment and had arranged with 
the manufacturers for delivery of that equipment on a schedule that 


a 
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would, without any question, enable us to complete Oxbow at any 
date we selected. 

Senator Kerauver. With whom did you place the orders for the 
generators, for instance? , 

Mr. Roacu. With the Westinghouse Electric Manufacturing Co. 

Senator Krerauver. Did you have a right to cancel the orders in 
the event the license was not granted ? 

Mr. Roacu. We certainly did, Senator. 

Senator Kreravuver. How about if the certificate was not granted, 
were you going to cancel the order ? 

Mr. Roacn. It had nothing to do with it at all. 

Senator Keravuver. The certificate had nothing to do with it? 

Mr. Roacu. No. There was no condition in the contract 

Senator Keravuver. You were going ahead with your orders, with 





S . 
your construction, whether you got the certificate or whether you 
did not? 

Mr. Roacu. We were planning to complete Oxbow in accordance 
with the general requirements of our own service area in the North- 
west power pool. 

Senator Kerauver. You placed your orders for generators and 
both turbines with Westinghouse ? 

Mr. Roacu. No; we did not, Senator. 

A part of our equipment, the turbines as I recall it—I can tell you 
that exactly here I believe. 


Our turbine order was placed with the Newport News Drydock & 
Shipbuilding Co. 

Our generators order was placed with Westinghouse and our other 
electrical equipment, the switchboards, the substations, the transform- 
ers were placed with the General Electric Co. 

Senator Keravuver. You say that prior to April 1 before the 
Supreme Court decision, you did have an arrangement so that you 
could cancel these orders in the event you did not get the license? 

Mr. Roacu. Senator, we had the privilege of cancellation unrelated 
to anything. 

Senator Kerauver. At any time. When was that privilege termin- 
ated or when did you notify them that you wanted the generators and 
the other equipment in any event? 

Mr. Roacn. I think we issued the notification, the firm orders, on 
most of it, somewhere in the neighborhood of November or early 
December of 1956. 

Senator Keravver. I thought you said that up to the time of the 
Supreme Court decision you had some right to cancel the orders. 

Mr. Roacn. We did not say that, Senator. 

Wecould cancel the order today if we chose to cancel. 

Senator Kreravuver. Then how do you refer to it as a firm order if you 
can cancel it today ? 

Mr. Roacu. Senator, it is an order that is firm, accepted by the 
manufacturer, and if he goes ahead and completes the manufacture 
of it, it is an obligation on our pert to accept it. 

We have a firm order on delivery and price. They have a firm 
obligation by contract to deliver the equipment to us when it is 
completed. 

Senator Kreravuver. Did you have any reservation in it up to the 
time your license was still under dispute, April 1, 1957? 











624 RAPID AMORTIZATION IN REGULATED INDUSTRIES 


Mr. Roacu. Senator, I am sorry, Mr. Parry spoke and I missed 
part of your question. 

Senator Kerravver. I say, you did not know until the Supreme 
Court acted on April 1, 1957, whether you would get your license or 
not, although you might have thought your lawyers would win your 
case in the court. 

Did you have any reservation on the orders with Westinghouse and 
others up on that time? 

Mr. Roacu. You mean a reservation penalty, Senator? 

Senator Kerauver. No; a reservation with them, a contractual 
reservation. 

Mr. Roacu. No, Senator. The order and the contract contains the 
right to Idaho Power to cancel. 

Now we might have been after December 31, 1956, subject to a can- 
cellation charge. 

Prior to that time we were not subject to a cancellation charge. 
But the reason for placing the orders and covering the orders while 
awaiting the final Supreme Court decision was the fact that we had 
the good fortune to be able to take advantage of the intense competitive 
situation that developed back about 2 years ago, a little over 2 years 
ago, between the major manufacturers on equipment. 

In the trade it was referred to as the famous white sale, and at 
that time it was possible for us to place the orders for all of major 
equipment at very substantial discounts below the normal price for 
equipment before that time and since that time. 

So in order to take full advantage of the opportunity that was 
presented to us to insure a low-cost project, we proceeded to place 
orders for both the Brownlee and the Oxbow equipment. 

Senator Kerauver. Mr. Roach, after the Supreme Court decision, 
April 1, 1957, when you made up your minds that you were going to 
complete Oxbow by December 31, 1958, which was a few days later, 
did you then notify your equipment manufacturers, Westinghouse 
and others, of your decision, and to speed up the manufacture of the 
turbines and the generators and so forth ? 

Mr. Roacu. I did not do that, Senator, because that had already 
been done in the original contract. 

The delivery dates had been specified, and there was no occasion or 
no need for any further notification to the manufacturer. 

Senator Kerauver. So you did not communicate with them or Mr. 
Kimball did not or nobody on your behalf? 

Mr. Roacu. I am sure they did not, Senator. 

Senator Kerauver. What was the delivery date for the turbines 
and generators ? 

Mr. Roacu. We are speaking of Oxbow now ? 

Senator Keravuver. Yes. 

Mr. Roacu. On Oxbow the delivery date of the first turbine, the 
imbedded parts in October of 1957, the remaining parts in January 
of 1957. 

Senator Keravver. October 1957 and 

Mr. Roacu. And January 1958, I beg your pardon. 

Senator Kerauver. January 1958? 

Mr. Roacu. Imbedded parts in January 1958 and the balance of it 
in April 1958, generator 2. 

No. 3 imbedded parts in April 1958 and the remainder in July 1958. 
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The fourth generator, the imbedded parts in July and the final 
parts in October. 

Senator Kerauver. On Tuesday, you brought your construction 
schedule, which is dated May 31, i957, which was incidentally about 
14 or 15 days after our hearings started. In these you have every- 
thing finally completed exactly at the end of December 1958. 

I asked you to supply the previous work schedule that you had 
prepared prior to this one. 

Were you able to get it ? 

Mr. Roacu. No, Senator. The only previous work schedule that 
we had prior to this one was the one that was filed as an exhibit in 
the Federal Power Commission hearing, and that had to do with 
time and not dates. 

Senator Keravuver. That was the one from which the Federal Power 
Commission put down August 1961 for Oxbow ? 

Mr. Roacu. I don’t know whether the Federal Power Commission 
gave that any consideration at all, Senator. 

Senator Krerauver. You mean that you never had a work schedule 
like this for Oxbow until May 31, 1957? 

Mr. Roacn. Other than the preliminary one we made for our Fed- 
eral Power Commission hearing, yes, sir. 

Senator Kreravuver. Your contract with your contractor must be in 
writing ? 

Mr. Roacnu. It is. 

Senator Kerauver. What does it say about the completion date? 

Mr. Roacn. The work schedule is to be agreed upon. 

Senator Keravuver. Your contract says in writing. Did you havea 
previous work schedule like this? 

Mr. Roacn. I have a previous work schedule. I don’t have it with 
me, Senator, but I mentioned a few minutes ago that the previous 
work schedule and the only one we have is the one that was used for 
the purposes of an exhibit in our Federal Power Commission hearing. 

Senator Keravuver. That has been filed with the Federal Power 
Commission ? 

Mr. Roacn. It has, sir. 

Senator Kerauver. That would be along back in July 1955? 

Mr. Roacn. That is certainly correct. 

Senator Kerauver. Now your Oxbow work 

Mr. Roacn. In 1953, Senator. 

Senator Krrauver. Yes, July 1953, when you first filed your appli- 
cation on Oxbow. 

Mr. Roacu. No. That is when we had our hearings. 

Senator Krrauver. When you had your hearings? 

Mr. Roacnu. Yes. 

Senator Krravuver. That is right. You did not get up any other 
work schedules similar to this after that time on Oxbow? 

Mr. Roacu. Senator, there was no occasion to do it. 

You don’t do that in a normal course of business. 

You get your construction schedule out for actual construction 
at. the time you finally make your decision and when the engineers 
and the designers and the builders finally set their plans down. 

Now it would have been possible to have gotten out any number of 
these, but they would have served no purpose, no practical purpose. 
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Senator Keravuver. The Brownlee schedule was dated January 25, 
1957. It is a little bit unusual that this one would not be dated until 
May 31, 1957? 

Mr. Roacn. Senator, there is not a thing unusual about it at all. 

We decided—— 

Senator Kerauver. Which was only just a little while ago. 

Mr. Roacn. May I explain, Senator? 

Senator Witxy. Go ahead. 

Senator Kerauver. Yes, of course. 

Mr. Roacu. I made my decision we were going to proceed with 
construction of Oxbow. I told the builders, the designers and the 
engineers we were ready to go and to sit down and make their final 
plans for the installation of the unit. 

They sat down together on the job and in their own offices in Boise 
and meticulously, as they always do, laid out the various steps in the 
job, and this construction schedule here is the result of that meeting 
and the finalizing of their plans, and that is the schedule which is the 
guidepost for the detailed beginning and completion of each particular 
phase of the job so that it will fit in economically with a good, low- 
cost construction schedule and at the same time insure that one phase 
of the job won’t interfere with the other. 

Senator Kerauver. Mr. Gray did not get the letter of Mr. Kimball 
which was sent to Mr. English until the 15th at the earliest. 

He made up his mind on or about the 10th. 

Did he call you gentlemen or what information did he have before 
him or what had you furnished him that you had decided to build 
Oxbow or complete it by December 31, 1958 ¢ 

Mr. Roacu. Senator, I had no contact whatever with Mr. Gray and 
I think the only communication of which I have knowledge that has 
to do with the completion date is the letter written by Mr. Kimball 
to which you just referred. 

I don’t know what Mr. Gray had before him at all. 

Senator Keravuver. Which did not reach him until after he had 
made up his mind. 

I was just wondering what information you might have furnished 
him, or if you did furnish him any other information. 

Did you, Mr. Kimball ? 

Mr. Kimpatu. No, sir. 

Senator Kreravuver. Mr. Parry? 

Mr. Parry. No, sir; I did not. I never had any contact either by 
letter or orally with Mr. Gray. 

Senator Kerauver. I don’t mean Mr. Gray. 

Mr. Parry. I was going to say—or anyone in his organization. 

Mr. Roacn. But Senator, if I may add this, please, we in our com- 
pany, and I think it is generally true in the utility industry, are aware 
of the specifications of goal No. 55 and the condition that to be eli- 
gible for a certificate, the work must be completed by December 31, 
1958, or any certificate you may have received becomes null and void. 

Senator Krravuver. But you said that you intended to do it, in Mr. 
Kimball’s letter, and you also had a memorandum from Ebasco say- 
ing that if it were a 6-month extension, it might automatically be 

anted, that any information about a delay should be taken up with 
ODM so that the time could be extended. 

Do you remember that memorandum ? 


i 
' 
' 
. 
' 
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Mr. Krmpatu. I have some recollection of a memorandum of that 
type. 3 if) ; 

Senator Keravuver. So you anticipated that if there were some delay 
in completion, you would file an application for an extension of your 
ODM certificate ? % 

Mr. Roacu. Speaking for myself, Senator Kefauver, I don’t recall 
ever having seen such a memorandum as that. 

It may well be available in our file, I don’t know. 

But as far as I am concerned, I had no reservations and I had no 
expectations or intentions, because that thought never occurred to me. 

Senator Krrauver. As far as you are concerned, you have no plan to 
make any application for any extension of your completion date under 
the certificate ? 

Mr. Roacu. Iam not saying that now, Senator. 

I am saying that this is the first I have heard of that. I am saying 
that our intentions are and our determination is to have the Oxbow 
unit on the line by the end of 1958 so that there will be no need for an 
application for an extension. 

Senator Krerauver. If you need it, do you expect to apply for it? 

Mr. Roacu. Senator, I think I will meet that situation when the 
time comes. 

Senator Kreravver. I did not understand your answer. 

Mr. Roacu. I said I don’t want to make a commitment now for 
18 months ahead. 

I don’t know what the circumstances will be, but I will do what- 
ever business prudence and whatever the availability of the condi- 
tions are available to us that the time permits. 

Senator Kerauver. You understood that the ODM could, if the 
Administrator wanted to, grant you an extension and could forgive 
your noncompletion by the date specified ? 

Mr. Roacnu. No; I did not understand that, Senator. 

Senator Kerauver. You understood that, Mr. Kimball ? 

Mr. Kimpati. Only from reading the testimony in hearing. 

Senator Kerauver. From the memorandum you got from Ebasco? 

Mr. Roacu. I would have to see the memorandum, Senator. 

I don’t recall the full contents of the memorandum. 

I do remember that strictly as a matter of information we were 
endeavoring to find out what the possibilities might be. 

But from the standpoint of view of any definite decision having 
been made to pursue that course, such a decision had not have been 
made. 

Senator Keravuver. Will you explain what you mean by “from the 
standpoint of information” you were endeavoring to find out what 
the situation would be? 

Is that when you asked Ebasco to get information for you? 

Did you mean that as a matter of information you wanted to find 
out what the situation would be with reference to the certificates if 
you did not complete by the dates specified ? 

Mr. Kimpati. The information that we were asking for was 
strictly for the purpose of knowing what the procedures might or 
could be under whatever the circumstances might be at the end of 
1958. 


Senator Keravuver. You did get that information from Ebasco? 
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Mr. Kimpatt. I recollect a memorandum or a communication of 
some kind, but from the standpoint of view of what the contents of 
that was at this particular time I have no recollection of that. 

Do you have a copy of that I could look at ? 

Senator Kzrauver. A copy has been made part of the record here, 
Mr. Kimball, which says they thought they might get it w ithout 
much trouble; if more than that they would have to apply and see 
about it earlier. 

Mr. Roacu. Senator, if I may comment on that, I can see a per- 
fectly logical reason for making an inquiry of that kind, although 
I was not familiar with it, because we have been, in our efforts to 
finally reach a legal determination of the validity of our license at 
the mercy of the courts, and the time at which they might act was 
very uncertain. 

Certainly it is conceivable that the final Supreme Court decision 
might have been so delayed that it would have been physically im- 
possible within the time limits specified in goal No. 55 to have com- 
pleted the project, and because of that hurdle it might have been 
perfectly legitimate if an extension were available to us, to apply for 
the privilege of an extension based on obstacles beyond our control. 

Senator Keravuver. Mr. Roach, the only trouble about that argu- 
ment is that you did not get the certificate until after the Supreme 
Court decision, so when you got the certificate, you knew what the 
Supreme Court had said. 

You knew you had your license? 

Mr. Roacu. But the apeomeweere7 to which you are referring, Sen- 
ator, as I understand it, was long in advance of the Supreme Court 
decision. 

Senator Krerauver. Yes. 

Mr. Roacu. That was my only point. 

Senator Krrauver. The Ebasco memorandum was some time be- 
fore the Supreme Court decision. 

Mr. Roacu. If that memorandum were dated April 2 or 3, my point 
would be wholly 

Senator Krerauver. But at the time you got your certificate, there 
was not any question about the Supreme Court havi ing acted and you 
had your license? 

Mr. Roacu. That is right, Senator. 

Senator Kerauver. Suppose you had not got your license; these 
generators are custom built, aren’t they, for particular facilities and 
they are very expensive. What would you have done with them ? 

Mr. Roacu. The generators? 

Senator Keravuver. I mean the turbines and the generators. 

Mr. Roacu. You mean if we had not gotten our Federal Power 
Commission license, sir? 

Senator Keravver. Yes. 

Mr. Roacu. Well, as I mentioned earlier we had the privilege of 
cancellation without cost to us, Senator, up to that time. 

Senator Kerauver. Up to what time? 

Mr. Roacu. Up until November of 1956. 

Senator Kreravuver. But the Supreme Court did not act until April 
1957. 
Mr. Roacu. I misunderstood you, Senator. 
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I thought you were talking about the Federal Power Commission 
license. 


Senator Krerauver. No; I am talking about the action in the Su- 
preme Court. 

Mr. Roacu. We had the privilege, Senator, of cancellation after 
the date the orders were firm by the payment of cancellation charges 
and we had given that very careful thought and knew approximately 
what the cancellation charges would be month by month, and we 
ultimately would have been faced with the decisions as to how long 
we were going to wait and to what extent we would let cancellation 
charges accumulate before we acted. 

It so happened that we did not have to do it. 

Senator Krerauver. These generators are expensive. 

I suppose the cancellation charge would have been very substantial 
by April 1, 1957, would it not? 

Mr. Roacu. No; there would be approximately 3 or 4 months of 
work, a good share of which would be engineering design work rather 
than actual fabrication of the equipment. The manufacturer of 
course, the day we placed our order for the equipment firmly made 
his commitment for steel and the raw materials that would go into 
the fabrication of it. 

But in the raw state they could be used otherwise. 

Senator Keravuver. The cost would be some amount, I assume fair- 


ly substantial. If that had come about, would that be a business ex- 
pense you would charge off ? 


Mr. Roacu. Yes, certainly. 
Senator Keravuver. You were good enough to furnish us your notes 


for the speech before the Society of Security Analysts, in New York 
on May 15, 1957. 


That is the date that appears here. 

Mr. Roacn. That was the date, Senator. 

Senator Kerauver. Do you have a copy? This is your origina. 
We now have a photostat of it. We had a Journal of Commerce 
article here, Mr. Roach, in such fine print that Senator Dirksen had 
some trouble making it all out, so I had it blown up a little bit larger. 
This is dated May 16, 1957. 

Senator Dirksen. Was that for my special benefit, Mr. Chairman ? 

Senator Krravuver. You could not see the date, and I thought that 
we would do this for your special benefit so you could see it better. 

Senator Dirksen. John Hancock wrote his signature on the Decla- 

ration of Independence so big that the King could see it without his 
bifocals. That is the way I like it. 

Senator Krrauver. This article says in the third paragraph— 


Idaho Power expects to complete the first of three low dams on the Snake River 
at Brownlee in 1958. 


Present plans call for Oxbow to be finished in 1961 and Hells Canyon in 
1964. 

This Journal of Commerce story was written from your news con- 
ference in New York, Mr. Roach, and it is 16 di Lys prior to your final 
construction schedule on Oxbow. This is a reliable trade journal, 


you would agree ? 


Mr. Roacu. I think the New York Journal of Commerce is reliable. 
Senator Krravver. Is this what you said or how do you account 
for this ¢ 
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Mr. Roacu. Senator, it is not what I said in the first place. In the 
second place, I held no news conferences. I have been accustomed 
to appearing before the New York Society of Security Analysts on 
invitation about every 2 years. The procedure before that group is 
to devote about 30 minutes to an informal talk and for the next 30 
minutes to submit yourself to questions from the floor. 

At the time that Mr. Gray wired me, I had not seen that particular 
article, and I have since seen it. 

I made no statement either in my talk or in answer to any question 
that would lead to the publication of a statement of that kind, and 
I am sure the man who reported it simply misunderstood. 

During the course of the questions from the floor I was asked as 
I recall it when we expected to start and finish Hells Canyon. 

In the course of the discussion I was asked additionally what are 
are exact conditions or specifications in your Federal Power Com- 
mission license with which you must apply. 

I thereupon proceeded to read from my notes taken from the license 
the fixed dates specified in the Federal Power Commission license, 
and included in that was the reference to the Oxbow conditions set 
forth in the Federal Power Commission license. 

The man who was writing the story conceivably was not paying 
as careful attention to me as some of the others may have been paying 
and just missed that particular thing. 

P Senator Kerauver. We are very happy to have Senator Watkins 
ere. 

Senator Watkins. I am sorry I cannot stay very long but I have 
another appointment. 

Senator Keravver. This article says that information was taken 
from your talk before the New York Society of Security Analysts. 
It goes on to say, in addition to the completion dates, that the 3 
stations will add 800,000 kilowatts to the capacity, increasing it to 
1,175,000 kilowatts. 

That was correct, wasn’t it? 

Mr. Roacu. Would you mind reading that again, Senator? 

Senator Keravver. That the 3 stations will add 800,000 kilowatts 
to the capacity, increasing it to 1,175,000 kilowatts. 

Mr. Roacu. I am sure that what I said was that our initial installed 
capacity would approximate 800,000 kilowatts in the 3 projects, and 
that ultimately we would have in the neighborhood of 1,175,000 or 
1,200,000 kilowatts. 

Senator Wixey. Do you have that in your notes ? 

Senator Krravver. He has that in his notes, I believe. 

Senator Wizey. I think that confirms then what he says if he has 
got it in his notes. 

Mr. Roacu. Yes; I do have, Senator Wiley. I have 780,000 kilo- 
watts initially and 1,205,000 ultimately. 

Senator Kerauver. Mr. Roach, look at this hurriedly and see if you 
see any other mistakes in it except the mistake as to the completion 
date of Oxbow ? 

Mr. Roacu. Yes; I see a paragraph here, Senator. 


It says “the surplus of power of 90,000 to 100,000 kilowatts was 
predicted for 1956.” 
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This figure would approximate the utilities total capacity back 
in 1947. Manifestly on May 15, 1957, I was not predicting surpluses 
in 1956, 6 months previous to that. 

Senator Winey. What was the date of your speech ? off 

Mr. Roacu. May 15, 1957, this year, Senator Wiley. This is talk- 
ing about the year 1956. ; 

Just at the moment it does not occur to me what that might relate 
to except it might relate to the fact that we have been buying from 
Utah Power & Light Co. to tide us over the emergency period when 
we can get these facilities on between 90,000 and 105,000 kilowatts 
regularly so as to keep our customers supplied with power, the power 
coming from the Gadsby plant of the Utah Power & Light Co. of Salt 
Lake City, Mr. Watkins’ State. 

That was the point to which Senator Kefauver was talking a few 
minutes ago, Senator Wiley, which indicated a statement at this meet- 
ing here as to completion date of Oxbow that was contrary to the 
statement I made here 2 days ago that we were going to have Oxbow 
completed by December 1958. 

Senator Wier. I understood that but what do your notes say on 
that subject ? 

Mr. Roacu. On this subject I have in my notes here, Senator Wiley, 
I have a schedule here or I have notation on the license requirements, 
which has the date specified in the license for the beginning and the 
completion of each one of the three projects. 

Senator Kerauver. What does it say about the license require- 
ments? What page is that on in your notes? 

Mr. Roacn. Page 2 at the bottom of the page, Senator Kefauver. 

Senator Kerauver. It shows Oxbow August 1959-61. 

Does that mean beginning in 1959 and ending in 1961? 

Mr. Roacu. The license says that we must begin within 4 years 
from the license date and complete Oxbow within 2 years, 4 years from 
the license date above of August 4, 1955, and completion 2 years 
thereafter would be August of 1961. 


Senator Kreravver. Did you say that to the people assembled there 
to hear you ? 

Mr. Roacu. I said exactly, Senator, what I said a few minutes ago. 

I was asked from the floor exactly what are the license requirements 
of the Federal Power Commission with respect to the beginning and 
the completion of each project. That had no relation whatever to the 
actual plans for starting construction or completing construction. 

Senator Krerauver. If you meant at that time to complete it by 
Reena Sah Mr. Roach, why didn’t you say so instead of giving the 
1961 date? 

Mr. Roacu. Senator, I mentioned a few minutes ago that the ques- 
tion went to what was our obligation with respect to Hells Canyon, 
and as a piece of gratuitous information I merely gave them the license 
EROTEE on all three projects, and nobody questioned me as to 
Oxbow. 

Senator Kerauver. The reporter apparently interpreted that as 
meaning that you would finish Oxbow in August 1961. 

Mr. Roacu. Senator, for that I am very sorry. It was a misinter- 


pretation. I did not say it. It was not so intended and I think it is 
just a human frailty. 


94138—57—pt. 22 











632 RAPID AMORTIZATION IN REGULATED INDUSTRIES 


Senator Keravuver. Mr. Roach, I notice on page 2 of your notes 
that you have your 1957 budget construction as $50 million, is that 
right ? 

Mr. Roacn. Yes; I said our construction was going to be in the 
neighborhood of $50 million. 

Senator Kerauver. That was for the year 1957. 

Mr. Roacn. That is right. 

Senator Kerauver. Before the Federal Power Commission on the 
application for promissory notes, you said that your construction 
was going to be $47 million plus for 1957. Is that the same figure ? 

Mr. Roacu. Well, it is sppentinntity the same figure, sir. It is 
impossible with a program such as we have in advance to pinpoint 
within the matters of thousands 

Senator Krrauver. Forty-seven plus is the same figure referred to 
in your application for promissory notes? 

Mr. Roacu. Generally, and I am sure before the year 

Senator Krrauver. In ene figures 50 million when you were 
talking to the security analysts? 

Mr. Roacu. Yes; and I am sure before the year is over, Senator, 
we will find if weather conditions and everything are fine if we can 
speed construction up we may be spending as much as $55 million or 
$60 million this year. 

Senator Keravuver. In your application of March 11 for the 
promissory notes, in addition to having a total construction cost for 
1957 at $47 million plus, which corresponds to your $50 million, before 
the security analysts, you used the figure $30,981,000 which was part 
of the $47 million plus—Snake River, “mostly for Brownlee” con- 
struction and transmission. Then you "had $16 million for distribu- 
tion and substation facilities or machinery necessitated by the 
company’s load growth. 

So here in your application before the Federal Power Commission 
of March 11, 1957, the great bulk of the $47 million was going for 
the construction of Brow nlee, and there is no item here for Oxbow 
before the Federal Power Commission. 

Mr. Roacu. We did not ask specifically to include Oxbow, Sena- 
tor. It was merely a lawyer’s general description of approximately 
where the money was going. 

Senator Keravuver. Of course as of that time, Mr. Roach, you had 
only 1957 and 1958, so I was just wondering why in your application 
for the promissory notes, out of your $30 million—$30,981,000 for 
construction of a hydroelectric facility—you did not mention Oxbow 
and you specifically noted “mostly for Brownlee” construction, and 
this is a month and a half after you had moved it forward ? 

Mr. Roacu. What was the date of that, Senator ? 

Senator Keravuver. Your application for the promissory notes were 
dated March 11, 1957. 

Mr. Roacn. You say it was a month and a half after what? 

Senator Keravuver. This $47 million refers to the same figure that 
you made in reference to the $50 million. 

You took up your $47 million or $50 million with $16 million for 
machinery necessitated by the company’s load growth, the construc- 
tion part of this $47 million to $50 million was $30,981,000, which you 

said to the Federal Power Commission was mostly for Brownlee con- 
struction. 
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I wondered why you did not say anything about Oxbow if you 
were going to complete it in 1957 and 1958 ? 


Mr. Roacu. Senator, I did not draw that up and I don’t think that 
I can give you a 

Senator Keravver. It is signed by you, Mr. Roach. 

Mr. Roacu. That is right; I did sign it and I take full responsi- 
bility for it, Senator, but there i is no significance at all. 

Mostly Brownlee was just the expression that was used. 

Now on March 11 it preceded, as you know, the Supreme Court 
decision, and as I mentioned a little while ago, we had not firmly and 
finally made up our minds on what our program was to be in the 
immediate future until we got the final green light from the Supreme 
Court. 

Senator Kerauver. But, Mr. Roach, the point I am trying to make 
is that on March 11, 1957, in giving your construction expenditure for 
1957, you gave it as $47 million plus and that is the same figure you 
referred to just a few weeks ago when you spoke to the | security 
analysts on May 15. You used substantially the same figure of $50 
million. You said one referred to the other, so that over alls $50 million 
figure had not changed. 

“Yet in your previous breakdown as to what you were going to use 
that $50 million for, the only construction you had there was $30,- 
981,000, which you said in your application was “mostly for Brown- 
lee” constr uction, and Oxbow is not even mentioned. 

Mr. Roacu. I don’t think there is any significance at all to that, 
Senator. It just happens to be a choice of expression, and I don’ t 

think it is possible to read into that, by virtue of the omission of a 
specific mention of Oxbow, any intentions or lack of intentions on the 
part of the company. 

Now, as a matter of fact, the major share of that powerplant- 
construction money this year will be for Brow nlee. The big expendi- 
tures on Oxbow will come in the year 1958. We are at that stage of 
our Brownlee construction where equipment will be arriving and 
where the job will be 


Senator Keravuver. As of now, how much are you planning to spend 
on Oxbow this year? 

Mr. Roacu. 1 would guess on Oxbow this year, sir, we will spend 
in the neighborhood of $6 million to $8 million or $9 million. 

Senator Kerauver. Isn’t that a rather large item to leave out in 
your application for promissory notes ? 

Mr. Roacu. Our decision, Senator, on Oxbow was finally made 
after April 1. That is dated March 11. 

Senator Kerauver. What I am referring to, though, is that you 
used the same figure on May 1 Lay after you had made up your mind? 

Mr. Roacu. But Senator, I did not use the same figure. 

I used approximately $50 million. That could mean $55 million. 

Senator Krrauver. You just said that this referred to the same 
figure, that the 47 plus was the same figure that you referred to here 
as $50 million. 

Mr. Roacu. I am sorry but I don’t believe I did say that and I did 
not intend to if I did. 

I said that I was using rounded figures, and I also said that before 
the year is over, if I were to make a statement on that again I would 
probably be using $55 million or $60 million, because you cannot pin- 
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point within 5 or 10 percent your expenditures for a construction 
program of this magnitude within a definite period of time. 

Senator Keravver. Let’s refer to page 2 of your notes again, Mr. 
Roach. You talk about revenue. In your 1957 budget you estimate 
eee at $27,800,000 for 1957, and $26,700,000 for 1956, is that 
right ¢ 

Mr. Roacu. That is right, sir. 

Senator Keravuver. The 1956 figure of $26,703,000 is in your annual 
report ‘ 

Mr. Roacu. Yes; it should be. 

Senator Kerauver. Then you come down to long-range revenue. 
Your figure for revenue in 1960 would be $40 million ? 

Mr. Roacn. Yes. 

Senator Keravver. That is an increase of approximately 50 per- 
cent ¢ 

Mr. Roacu. Yes. 

Senator Kerauver. Between 1956 and 1960. 

Now, your generation in 1956 and 1957 is 370,000 kilowatts, capac- 
ity, isn’t it? 

Mr. Roacu. It is approximately 375, Senator. 

Senator Kerauver. When Oxbow and Brownlee both come in, 
which must now be done or you say will be done by the end of Decem- 
ber 1958, which is before 1960, that bring in an additional 512,100 kilo- 
watts according to ODM’s certificates; isn’t that true, according to 
the statement in your press release ¢ 

Mr. Roacu. This is not a press release, Senator, if I may keep the 
record straight. 

Senator Kerauver. I mean the article in the New York Journal 
of Commerce. 

So that with those two added, it is an increase in capacity of 140 
percent. How do you reconcile the increase in capacity of 140 per- 
cent with an increase in revenue of only 50 percent? 

Mr. Roacu. Senator, there are two explanations for that. 

There are two points involved. 

No. 1, you remember I mentioned a few minutes ago that we long 
ago have exhausted our own hydro resources and we have been for 
over 2 years now importing power from the outside, principally 
very high cost steam power from Salt Lake City to fill the void, so 
that the 375,000 kilowatts of our own generating capacity is not a 
measure of the load we are serving today. 

In addition to that, by arrangements with the power-pool mem- 
bers, we are bringing in power from other systems within the power 
“_ in addition to the power from the Utah Power & Light Co. at 

salt Lake to enable us to carry our load. 

Senator Keravver. Is your point that you have to be paid a larger 
seneunt now for kilowattage Roan you would when these dams come 
in ? 

Mr. Roacu. It certainly is, Senator. 

Senator Kerauver. Then that makes my question a little more 
pertinent. 

With 370,000 kilowatts, you estimate your income at 26 million 
plus. You increase that 140 percent, bringing in two hydroelectric 
facilities, bringing it up to over 800,000 kilowatts, but your income 
only goes up 50 percent. 
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Mr. Roacu. Senator, I am afraid you are confusing revenues and 
income. 

Senator Keravuver. Revenues, that is what I mean, revenues. 

Mr. Roacu. Revenues have nothing to do with income. 

Senator Keravuver. You are right. I meant to refer to revenues. 

Mr. Roacu. I did not complete my point. 

We got off, Senator, after I told you above the purchase of power. 

Senator Kerauver. Very well. 

Mr. Roacu. Secondly, the substantial surplus of power for the 
benefit of the Northwest power pool memberships and to fulfill our 
obligations in having a supply of surplus power available will be sold 
at rates very much lower on a wholesale basis than the rates that are 
normally realized from our various classifications of customers. 

So the revenues derived from the excess capacity over and above 
our own needs will not produce as much revenue as that being utilized 
in our own service area. 

Senator Keravuver. Don’t you sell some at wholesale now ? 

Mr. Roacu. We are purchasers of wholesale now, Senator, and have 
been for 2 years. 

Senator Keravuver. But the difference, Mr. Roach, is so very great, 
140 percent increase in capacity, as against a little less than 50 percent 
increase in revenue ? 

Mr. Roacu. Senator, I will have to reiterate what I said before. 

Senator Kerauver. If you only intended to include Brownlee in 
this, the difference would not be so great and it would be more under- 
standable. 

Mr. Roacu. Senator, our peak load the other day approximated 
500,000 kilowatts. Now that is what you should be comparing our 
future capacity with and not 370,000 kilowatts as of the immediate 
moment. 

By the time we get Brownlee and Oxbow on, we will have 2 more 
years of growth which will further narrow down this comparison that 
you are trying to use now, Senator, to relate increased capacity with 
increased gross revenues. 

Senator Krrauver. What is the estimated amount you are going to 
get from your Oxbow and Brownlee kilowattage ? 

I had understood it was rather expensive. 

What is the amount you estimate you will get from the electricity 
generated at Brownlee and Oxbow ? 

Mr. Roacu. You mean in terms of dollars, sir? 

Senator Kreravver. In terms of mills, cents, price, rates. 

Mr. Roacu. For what class of business, Senator, wholesale business ? 

Senator Kerauver. Yes, wholesale business. 

Mr. Roacu. I would guess somewhere in the range of 3 mills per 
kilowatt-hour. 

Senator Keravuver. And retail business? 

Mr. Roacu. Our retail business overall, taking all classes of cus- 
tomers, excluding wholesale, will approximate somewhere in the neigh- 
borhood of 10 or 11 mills, if you take residential, farm and commercial 
and small power, irrigation, pumping, and all the general classes of 
business, it will approximate 10 to 11 mills. 

Within that broad framework the average revenue from each class 
of business will differ of course. 
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Senator Kreravuver. Can you give us an average of what you will get 
for your electricity ? 

Do you want to stand on that 3 mills? 

Mr. Roacn. I said that is the wholesale, Senator. 

Senator Kerauver. What would the average be. taking al] of them 
together ? 

Mr. Roacu. I told you a few minutes ago it would be 10 to 11 mills, 
excluding wholesale. 

Senator Krravver. If you included wholesale ? 

Mr. Roacn. I don’t know. You would have to sit down and figure 
out what proportion of your total sales were wholesale, and I ‘just 
don’t have the figures in my mind now. 

In projecting it ahead 2, 3, or 4 years, Senator, you would not be 
able to do more than make a wild guess, and unless you are insisting 
on that I would prefer not to make any wild guess at it. 

Senator Krravuver. Do you have contracts now for firm power, 
dump power, secondary peaking, from these new dams? 

Have you already entered into contracts for firm power, secondary 
power, from Oxbow and Brownlee? 

Mr. Roacu. No. We have had considerable discussion with various 
members of the Pacific Northwest power pool regarding its avail- 
ability, and power is interchanged within the power pool, pretty 
largely without benefit of contracts but rather on a day-to-day or a 
week-to-week arrangement as between the members of the power pool. 

Senator Kerauver. I must say, Mr. Roach, that with your notes on 
the Federal Power Commission completion dates on Oxbow, beginning 
1959 and ending 1961, with only a 50-percent increase in revenue but 
140-percent increase in capacity, I had the impression you must have 
been talking only about Brownlee and not about Oxbow when you 
made these calculations. 

That is what was in my mind in asking you about the notes on your 
worksheet. 

Mr. Roacu. No; that was not the case, Senator. 

As a matter of fact, in my meeting in New York, so I may complete 
my sentence, I did not discuss specifically either Brownlee or Oxbow. 

‘Senator Krrauver. Do you have an employee named Steve Baller, 
of the public relations staff of the Idaho Power Co. ? 

Mr. Roacu. No, sir. 

Senator Kerauver. Who is he? 

Mr. Roacu. I don’t know, sir. 

Senator Krrauver. Do you know who he is, Mr. Kimball ? 

Mr. Kraay. No, sir. 

Senator Kerauver. Here is a news article that says residents of 
Baker, Oreg., were taken on a chamber of commerce trip on May 16 
of this year to these sites. It says: 

Upon arrival at Brownlee camp, the delegation was met by Steve Baller, of 
the public relations staff of Idaho Power Co., who explained the construction as 
visits were paid to each portion of the vast project. 

They finally got down to Oxbow. 

Isn’t Mr. Baller one of your men ? 

Mr. Krupa. He could be one of the fellows down on the job who 
helps with these tours that come in there, either visitors in their own 


automobiles or people who come together for tour purposes to look 
at the work. 
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I am not familiar with that name. 

Senator Kerauver. This seems to have been quite a delegation of 2 
busloads from Baker, Oreg., who came over in 2 chartered Greyhound 
buses and 


attracted the largest delegation of Baker residents to make the trip to the Brown- 
lee Dam in a single day. 


The news account goes on to say: 


On May 16, 1957, the buses took the group farther down to Oxbow site 12% 
miles from Brownlee construction on the second dam in the series of three 
for which Idaho Power received Federal licenses. It is slated to begin there late 
next year— 
meaning that construction is slated to begin there late next year. 

Mr. Roacu. Senator, I did not understand the way you read that, 
that that statement was credited to this man—Baller, is it? 

Senator Kerauver. Here it is: 

Construction on the second dam, in the series of three for which Idaho Power 
has received Federal Power licenses, is slated to begin there late next year. 

Mr. Roacu. Who said that? 

Senator Kerauver. That is what the newspaper said in the report 
about the visit. 

Mr. Roacu. Senator, that I suppose is the license of the press to 
make observations. We accept no responsibility for that statement. 

Senator Keravver. It is just another newspaperman’s mistake ? 

Mr. Roacu. Well, it probably is not a mistake at all. 

He probably is a man who is, like the man in New York, aware of 
the Federal Power Commission license requirements and not informed 
as to the company’s intentions. 

Senator Kerauver. Mr. Roach, any employee you would put in 
charge of two busloads of people to visit the dams would certainly 
know what it was all about; wouldn’t he? 

Mr. Roacu. Senator, that is the whole point. 

This man Baller from the way you read that story there is not cred- 
ited with making that statement. 

Senator Kerauver. He was supposed to have been with them. 

Mr. Roacu. That does not make a bit of difference, Senator, as I 
see it. He may not have been within 40 feet of the newspaper writer 
during all of the trip. 

Senator Keravver. After all, that was 15 days before you got up 
your final construction schedule. 

Mr. Roacu. Senator, I don’t see the relationship at all. I don’t 
know what you are trying to read into that. 

Senator Sesser Just another newspaper article, Mr. Roach. 
You said the article in the New York Journal of Commerce is wrong, 
and now you say this newspaper article is wrong. 

Mr. Roacu. Senator, I categorically deny any implications from 
any of those things you have just referred to as reflecting Idaho 
Power Co.’s plans, intentions, or determinations. 

Senator Keravuver. I had in mind going to another phase of this 
matter. 

Do any of my colleagues wish to ask any questions bearing on the 
completion date ? 

Senator Dirksen ? 
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Senator Dirxsen. You know, Mr. Roach, there is not even any 
attribution in this article. I don’t know anything about this news- 
paper, the Baker Democrat-Herald. 

Are you familiar with this newspaper ? 

Mr. Roach. Yes, I am. 

Senator Keravver. Is it a reputable newspaper, sir? 

Mr. Roacu. I think it is, Senator. 

Senator Dirksen. Are you through? 

Are you going to something else? 

Senator Krrauver. Yes; I was going to something else. 

I thought if there were any questions about the completion date 

Senator Dirxsen. Oh, I have questicns. 

Mr. Roach, how long have you been in the utility business? 

Mr. Roacn. I am a little bit ashamed to say, Senator Dirksen. I 
started in the utility business back in about 1916. 

Senator Dirksen. So you have been in this business only 41 years? 

Mr. Roacu. That is all, sir. 

Senator Dirksen. Haven’t you become omniscient in that time so 
that you can look down the road for years and tell what is going to 
happen every day, where you are going to get every dollar that you 
are going to spend, can call the turn just when the generators are going 
to start wearing? 

I would think that you had become an omniscient person in that 
time. You see, Senators are omniscient, they know all these things. 
You have only had 41 years of experience. 

The only contact I have with a utility is when I press a button in 
my apartment and get some light. I don’t even own a share of utility 
stock that I know anything about. 

But you see, we have all the answers, so you must forbear while out 
of our long and varied experience we undertake to instruct you in 
the art of running the power business. So I was curious as to how 
long you have been in the power business. You say you have been 
in it only two generations? 

Mr. Roacn. That is about all, Senator. 

Senator Dmxsen. How long have you been with Idaho Power? 

Mr. Roacu. I am going on my 11th year, Senator, with Idaho 
Power. 

Senator Dirksen. What company were you with before that? 

Mr. Roacu. Prior to that time I was vice president and general 
manager of the Northwestern Electric Co. in Portland, Oreg., and 
prior to that time for 5 years I was president and general manager of 
the Washington Gas & Electric Co. 

Senator Dirksen. So you have had a general experience in the 
power field? 

Mr. Roacn. I have, Senator. 

Senator Dirksen. How large an area does Idaho Power serve in 
square miles, if it can be computed ¢ 

Mr. Roacn. Yes. It is approximately eighteen to twenty thousand 
square miles in southern Idaho and eastern Oregon and northern 
Nevada. 

Senator Dirksen. Are there many power companies that serve a 
larger area than that? 
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Mr. Roacn. Senator, I really can’t answer that. I think there are 
no other power companies which serve an area as sparsely settled as 
our area is. 

Senator Dirksen. How many customers do you have? 

Mr. Roacu. We have approximately 129,000 to 130,000 customers. 

Senator Dirksen. Of all kinds? 

Mr. Roacu. All kinds. 

Senator Dirksen. Wholesale and retail ? 

Mr. Roacu. But the large majority of them are residential and farm 
customers. We serve a total of about 175 communities, only 5 or 6 of 
which are greater than 5,000 population. The largest community we 
have is Boise with roughly about 40,000 people. The vast majority 
of our communities are small, urban, ‘and rural far ming communities. 

Senator Dirksen. From the revenue or profit standpoint, that is 
not the most productive type of utility business, I take it, is it? 

By that I mean, when you compute investment in transmission lines, 
generator facilities, and wide areas to cover ? 

Mr. Roacu. That is right. 

Senator Dirksen. It is not as fruitful as if it were a compact area ? 

Mr. Roacu. That is right. 

Senator Dirksen. Serving a great many customers? 

Mr. Roacu. That is certainly right, Senator. 

Our investment per customer is very substantially higher than that 
of a metropolitan closely compacted area. 

Senator Kerauver. Mr. Roach, a little louder, I think that the 
audience and the press are having difficulty in hearing you. 

Mr. Roacu. I am sorry. As an example we have in our ores 
area of about 20,000 square miles approximately 360,000 peo 
my memory serves me right, that is less than the number — —— 
who live in the metropolitan city of Portland, Oreg., and that will 
give you a measure of the aie that arise in serving a widely 
scattered area and the relative difference in cost that necessarily must 
be there. 

Senator Dirksen. How long ago did you start making preliminary 
plans, or was there some incubation of the idea that sooner or later 
you were going to have to develop additional power facilities out 
there? That did not happen a few days before you filed the applica- 
tion with FPC; did it? 

Mr. Roacu. No; it did not, Senator. Of course in our business, 
and particularly in constructing hydro facilities, you must make your 
plans a long ways ahead because of the time required to construct those 
facilities. 

I think we filed our first application to the Federal Power Com- 
mission having to do with these particular projects in June of 1947. 

Senator Dirksen. In June 1947? 

Mr. Roacu. That is right. 

Senator Dirksen. Long before you ever filed an application, you 
must have had in contemplation that you were going to do it and 
had done some preliminary work of some kind ¢ 

Mr. Roacu. We did, Senator. 

Senator DirRKsEN. How long ago was that ? 

Mr. Roacn. Certainly at least a year before we filed, because it 
takes a considerable length of time to prepare your application and 
the next exhibits that must go with the application to the Federal 
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Power Commission, and we try to do our planning on the basis of 
about 10 years ahead always. 

Senator Dirksen. So it is pretty nearly 11 or 12 years ago that you 
began to look down the future road and determine that there had to 
be additional power of some kind or another. You had to make 
plans to serve the customers who would inevitably come into that 
area by virtue of an inexorable population growth for one thing if 
nothing else ¢ 

Mr. Roacu. That is right. 

Senator Dirksen. So that was 11 or 12 years ago? 

Mr. Roacu. That is right. 

Senator Dirksen. You filed this application in 1947 

Mr. Roacu. For preliminary permits. 

Senator Dirksen. Preliminary permits ? 

Mr. Roacu. You have to go through two steps. 

You file for a preliminary permit and then you finally file for a 
license. Our license application as I recall it was filed in 19-—— 

Senator Dirksen. These preliminary permits were for the projects 
that you have under way at the present time ? 

Mr. Roacu. Senator, for the particular area there have been some 
modifications in the projects themselves since the initial application 
for preliminary permits. 

Senator Dirksen. So we go back 10 years to the time when the 
application for preliminary permits were filed ? 

Mr. Roacu. Approximately. 

Senator Dirksen. That of course was in consonance with the policy 
you had in mind of expanding power facilities in that area / 

Mr. Roacu. That is right. 

Senator Dirksen. So you finally got to the stage where you were 
before the Federal Power Commission for a license and you were 
there a long time? 

Mr. Roacu. Senator, as I understand it, it was the longest hearing 
on a hydroelectric license ever held by the Federal Power Commission. 

Senator Dirksen. At long last that was granted and then, of course, 
you got into the toils of the high tribunal, the Supreme Court of the 
United States. 

Mr. Roacu. Yes, sir. 

Senator Dirksen. That matter was not resolved until the first of 
April of this year? 

Mr. Roacu. That is right; April 1, the Supreme Court denied the 
petition for certiorari and along later in the month denied a petition 
for a rehearing, I guess you would call it. 

Senator Dirksen. So actually it was not until the 1st of April 1957 
that you had a completely free and disengaged mind and could feel 
sure that on all fronts you could move ahead with your project? 

Mr. Roacu. That is right, Senator. 

Senator Dirxsen. If 1 remember the testimony that was developed, 
it was stated before the Federal Power Commission that you were not 
altogether sure that tax-amortization certificates would be issued if 
you did make application for them. 

Mr. Roacu. Well, as a matter of explanation, Senator, the only 
statement that bears on that was the one to which Senator Kefauver 
referred earlier this morning to the expression of faint hope, and 
when you take that out of context, it has a meaning that was not 
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there at the time, because we were before, if you will remember, the 
Federal Power Commission in 1953. 

We filed our applications for the certificates in August of 1953, 
and at that time the goal in effect established by the ODM called for 
completion of all projects that might be eligible for certification by 
the end of, as I recall it, 1956, and the point I was making is that 
because it was apparent it was going to take a long time for the 
hearing and because of the announced intention of the N ational Hells 
Canyon Association to take us through every court in the land, I 
expressed, by the use of that phrase, my feeling that there was faint 
hope that we could get underway in time to meet the requirements 
of the goal as it was then established. 

That is all in the world that was said or was intended by that 
express ion, and the record bears it out. 

Senator Dirksen. You see, Mr. Roach, you ought to be very 
careful about expressing your hopes. 

Mr. Roacn. I have learned that. 

Senator Dirksen. You see, you could become a candidate for the 
United States Senate and express a faint hope that you would not be 
elected, but you would not be hauled before a Senate committee for 
that. 

But, you see, if you express a hope in another field, you can’t tell 
but w hat you will suddenly land in Washington, D. C. 

So, just by way of gratuitous advice, you ought to be a little careful 
about expressing your r hopes i in the future. 

Now when all this was resolved, you made your application for the 
tax certificates. 

Mr. Roacu. No, Senator. We made our application, it is the same 
application that was filed in August 1953. 

Senator Dirksen. The same application ? 

Mr. Roacu. Exactly the same. 

We made no subsequent application. That application was kept 
alive. The goal was temporarily suspended on December 3 of 1953. 
It was reopened on April 15, 1955. 

It was suspended temporarily on August 11, 1955. 

{t was reopened again on September 9, 1955, and the final date 
for compliance in order to be eligible said December 31, 1958. 

The ODM kept the application on file alive but said they would not 
act on it until our license grant had been adjudicated and become 
final. 

But we have done nothing in the way of filing new application 
since the original application was filed in August of 1953. 

Senator Dirxsen. I take it then, if this is correct, that the certifi- 
cates were issued in pursuance of your original application? 

Mr. Roacn. That is absolutely correct, Senator. 

Senator Dirksen. Your original application has been bounding 
around here for 314 years? 

Mr. Roacu. That is right. 

Senator Dirksen. So there is not anything very summary or sud- 
den about all this business ? 

Mr. Roacu. There certainly is not. 

Senator Dirksen. Although 3% years in the life of Washington 
and in the life of government is not very much, because there are 
things bouncing around here for 15 or 20 years. 
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In a way I think you are kind of lucky. But I wanted to make 
the point that this is not something that just came out of thin air very 
suddenly ¢ 

Mr. Roacu. No, it is not, Senator. 

Senator Dirxsen. It was filed 314 years ago, and you have pur- 
sued it over and over after a fashion from that time until the license 
was granted ? 

Mr. Roacu. That is right. 

Senator Dirxsen. It is my understanding, as I have listened to the 
testimony, that there are certain criteria on which these certificates 
were issued, certain physical criteria, that it must not be in a dis- 
persal area, and so forth. I would assume in view of the favorable 
action that you met the necessary criteria for the issuance of an 
accelerated certificate ? 

Mr. Roacu. I am sure we have, Senator. 

Senator Dirksen. Has any question been raised as to the authority 
of an agency known as ODM to issue such a certificate, especially 


since it has issued 936, if I remember the figure, in the public-utility 


field ¢ 

Has there been any question about ODM having the right to do so, 
or authority to do so, shall we say? 

Mr. Roacu. I have not heard it so expressed myself, Senator. 

Senator Dirxsen. So these certificates that were issued were not 
unlike certificates issued to any other company that made applica- 
tion and that complied with the various criteria that became a predi- 
cate for it? 

Mr. Roacn. It is my understanding, Senator, that every class 1 
utility in the United States which has applied has been issued a cer- 
tificate where the application covered a project that met the criteria. 

Senator Dirxsen. A great deal has been made, I get from reading 
the newspapers—I don’t know how authentic it is—that there is a 
little controversy about the dates and about a telephone call, and that 
maybe some favored individuals got into the market at the right time. 

I wish you would tell us about it. I could go through all these dates 
starting with the first of April, and believe me this is not a new 
business. This has come up before in different fields. 

Is there anything you want to add to the stories that have been 
bouncing around here? Will you tell it in your own words? 

Mr. Roacu. I don’t think there is anything I want to add to the 
story, Senator. 

Senator Drrx«sen. Is there any mystery about it ? 

Mr. Roacu. There is no mystery about it. We filed our applications 
openly and publicly. 

The subject of the applications was thoroughly discussed in testi- 
mony in the Federal Power Commission hearing. 

It has been a matter of, I am sure, general knowledge in the Congress 
because quite a number of the Members of Congress wrote letters to 
the ODM regarding the certificate. 

There have been speeches on the floor of the Senate and I presume 
on the floor of the House. 

The issue was debated in connection with and prior to the vote on 
Senate bill 1333 last year so that as far as there being any air of mys- 


tery about the applications so far as I know, there has been no mystery 
about it. 
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With respect to the telephone calls, we designated, because we don’t 
keep a man in Washington and we don’t have anybody here who 
looks after Idaho Power Co.’s interests, we designated Ebasco services 
back in 1953 as our agent to answer questions or to carry replies that 
might arise in connection with our applications. The telephone ref- 
erences in question have had to do with some telephone conversations 
between members of the staff of Ebasco here in New York and my 
associate, Mr. John Kimball, who is our vice president and general 
manager, and whom I think covered it very, very thoroughly here 
when he was answering Mr. Kefauver’s questions 2 days ago. 

The only questions that arose in the telephone conversations so far 
as I know the story had to do with answering queries that were passed 
on to us through our designated agent, Ebasco services and telephone 
messages back conveying that information through the same desig- 
nated agent. 

Senator Dirksen. Of course the allegation was that shortly before 
the certificates were final, somebody got into the market and made 
a profit as a result. 

Mr. Roacu. Senator, I have heard that and I have seen it in the 
newspaper and I very much regret it because it carries an inference, 
an implication of something sinister, of something that is going on. 

Now from my viewpoint the sale of 4,300 shares of Idaho Power 
Co. stock on the New York Stock Exchange and perhaps San Fran- 
cisco Stock Exchange does not, by reason of the number of shares, 
create in my mind at least any feeling that there was anything unusual 
about it, because over the history of the last year or more I can pick 
out for you a great many days when there were shares sold for no good 
reason at all other than somebody’s desire to sell Idaho Power Co.'s 
stock and somebody else’s desire to buy it on that same day in numbers 
not always approaching 4,300 but certainly well above a thousand 
shares a day. 

The next day you would find a hundred shares sold or maybe for 
the next 2 days no shares sold at all. 

And I see no basis of picking out a particular increase in a number 
of transactions and inferring that by reason of the numbers in the 
transaction that there was anything unusual about it. 

Senator Dirksen. What is the market on Idaho Power stock now? 

Mr. Roacu. I saw it closed at 39 last night. 

Senator Dirksen. What was it along about the 1st of April? 

Mr. Roacu. Well, it was ranging, as I recall it, from 35 up to 38. 

Senator Dirksen. From 35 up to 38? 

Mr. Roacn. I am just drawing on my memory now and I don’t 
profess to accuracy on that because honestly I don’t follow the stock 
market too closely. 

I am kept too busy trying to operate the property and we don’t 
get as good a coverage back in our part of the country on stock-market 
operations as you do back here. 

But I think it was up in that range somewhere. 

Senator Dirksen. That would not-be so unusual in a time when the 
market is rather bullish; at least it has been for quite some time? 

Mr. Roacn. Not at all. 

Senator DirKkseN. I would say the general board has proportion- 
ately advanced that much, if not more. 
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Mr. Roacn. It has, and the other thing about Idaho Power is— 
stock I am speaking of—it is recognized on the market as a thin trad- 
ing stock, which means essentially that the trading is very erratic, 
and you never know what is going to cause the trading on a particular 
day. 

i or example, I was back in around the end of February, as I recall 
it, visiting, as I do, the investment markets and making plans for our 
financing of these projects, and I was up in Boston; and I learned 
that a particular holder of securities up there, for reasons best known 
to him—he held about 22,000 shares of stock—had decided he wanted 
to switch from utilities to oils or rails, I do not remember which, and 
included in his decision to dispose of stock he included 22,000 shares of 
Idaho Power Co. stock. 

But when you begin to feed that much stock into the market, it does 
not take too many days of 3,000 or 4,000 shares to build up to it, you 


e. 

Senator Dirxsen. April 18, as I recall, was supposed to have been 
the day on which the word went forth; is that correct ? 

Mr. Roacu. I believe April 18 is the day on which we received word 
that the certificate had been signed by the Director of the Office of 
Defense Mobilization. 

Senator Dirksen. What was the date of this mysterious telephone 
call that was alleged to have taken place? 

Mr. Roacu. Well, there has been discussion here in this hearing, 
Senator, of a series of telephone calls. I believe the last 

Senator Keravuver. It took place, Senator Dirksen, on the 16th. 

Senator Dirksen. When the mysterious telephone call went out, 
did you go in and buy Idaho Power stock ? 

Mr. Roacu. No, sir; I did not. 

Senator Dirksen. Did you, Mr. Kimball ? 

Mr. Krimpart. No, sir. 

Senator Dirksen. You are Mr. Parry? 

Mr. Parry. Iam Mr. Parry. I did not, either. 

Senator Dirksen. Do you know of any officials who bought stock ? 

Mr. Roacu. I do not, Senator. 

Senator Dirksen. Why did you not utilize this hot tip and get in 
on the market ? 

Mr. Roacu. Well, I will tell you why I didn’t utilize it, Senator. 
Even today, I cannot imagine why the issuance of an ODM certificate 
would prompt anybody to buy any Idaho Power Co. stock, from my 
cna I do not see what the motivating influence involved in 
the ODM certificate was, which is not available to us for use until we 
pay our taxes for the year 1959, which will be in 1960. 

enator Drrxsen. So all this left you rather cold, and did not 
serve as an urge to get aboard the bandwagon and buy heavily in 
Idaho Power? 

Mr. Roacu. No, sir; I did not. 

Senator Dirksen. Or make any profit, if there was any to be made. 

Mr. Roacu. No. As a matter of fact, if those who bought it on 
the 17th had waited about a week, I think they would have saved 
themselves some money. 

Senator Dirksen. With respect to these Hells Canyon visitors, I 
see these two busloads of visitors left the Baker Chamber of Com- 
merce at 8 o’clock. The delegation evidently wore badges reading 
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“Baker Booster.” I think that is a great thing. They reached your 
dams and took a good look. I do not see it in here, but did you pay 
the expenses of the trip ? 

Mr. Roacu. We did not, Senator. 

Senator Dirksen. Did the chamber of commerce pay the expenses ? 

Mr. Roacu. I will qualify that 

Senator Dirksen. Senator Kefauver says that 

Mr. Roacn. I will qualify that. We may have bought them their 
funch there, or the contractor may have. I do not know what the cir- 
cumstances were. But if they came down before the lunch hour, I 
am sure they may have had their lunch in the construction mess hall. 
Now, it is possible that either Idaho Power or the contractor, as the 
case may be, might have gratuitously given them their lunch. 

Senator Dirksen. You see, when the chamber of commerce con- 
venes in Washington, most House Members and Senators go down 
and get themselves a $10 dinner for free, and that is all right, and 
listen to an assortment of speeches. 

But it is always a little suspect, you see, if they pay the expense out 
there to come down and see what is going on down in your diggings. 
But I cannot see anything very wrong about that. I think you ought 
to be rather proud of having visitors come. 

Mr. Roacu. We have an enormous number of visitors come down 
here, Senator. 

Senator Dirxsen. This article, of course, has no byline on it, so 
there is no way of calling up the reporter to find out what he meant 
when he spoke about the Oxbow site visitors, and that— 
the busses took the group farther down to Oxbow site, 12144 miles from Brown- 
lee. Construction on the second dam, in the series of three for which Idaho 
Power has received Federal power licenses, is slated to begin there late next 
year. 

Evidently some good, kind soul out there probably sent that to the 
committee. I see the top is marked in green ink : 


Please save. Note page 3 clipping continuation attached. 


You see you get into trouble when you make little notes on pieces 
of paper. Sometimes you can put the name of a man who may be on 
the White House staff on a piece of paper, and pretty soon he is 
summoned before the committee to see what he knows about it. 

So I am just searching around to find out whether there is any 
mystery in all this, whether somebody had been pursuing an evil and 
wicked course, but I have not discovered it, 1 am frank to say, as yet. 

You do not look like an evil man to me, Mr. Roach. 

Mr. Roacn. I hope I am not, Senator. 

Senator Dirksen. Neither do you, Mr. Kimball. How long have 
you been with utilities and the Idaho Power Co. ? 

Mr. Krimpauu. I have been in the business since 1934. I have been 
with Idaho Power about 21% years. 

Senator Dirksen. How long in the utilities business? 

Mr. Kimpau. Since 1934. 

Senator Dirksen. So you have been in it 23 years. 

Mr. Krupa. Yes, sir. 

Senator Dirksen. Mr. Parry, what has been your identity with this 
business ¢ 
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Mr. Parry. Well, I have been what I call a country lawyer in Twin 
Falls, Idaho, specializing in representing irrigation companies. 
Senator Dirksen. I made a speech there once. 

Mr. Parry. I think I had the pleasure of hearing it, and I enjoyed 
it. 

Along in 1952, I undertook an assignment to handle this matter, 
which I thought was for a few brief months; and 5 years later I am 
still on the merry-go-round. That is my sole and only connection 
with the utilities business. 


Senator Dirxsen. I will probably have other questions, but we will 
rest at that point for a bit. 

Senator Keravuver. Let us put the article from the Baker, Oreg., 
paper in the record. It speaks for itself. 

(The newspaper article referred to is as follows :) 


[Baker Democrat-Herald, Baker, Oreg., May 16, 1957] 
BROWNLEE Dam Activity, COUNTY CROP PROSPECTS VIEWED BY BAKERITES 


SIXTY-SEVEN VISIT DAM SITE ON CO GOODWILL TOUR 


Scenes of prosperity—Brownlee Dam activity and excellent crop prospegts 
in eastern Baker County—were viewed Wednesday by 67 Baker residents on 
the spring tour of the Baker County Chamber of Commerce. The trip, which 
extended as far as the Oxbow Dam site, 80 miles from Baker, was made in 2 
chartered Greyhound buses. It attracted the largest delegation of Baker resi- 
dents to make the trip to the Brownlee Dam in a single day. 

The delegation left the chamber of commerce office—each member tagged 
“Baker Booster’—at 8 a.m. A brief stop was made at Richland and Robinette. 
Upon arrival at the Brownlee camp, the delegation was met by Steve Baller, of 
the public relations staff of Idaho Power Co., who explained the construction 
as visits were paid to each portion of the vast project. 


One thouand one hundred and seventy men on project 


The Baker group was informed that 1,097 men are now on the Morrison- 
Knudsen payroll and 73 are employed by the Idaho Power Co. Total manpower 
of the 2 companies is now at a new peak of 1,170 men. 

Actual construction, according to the engineers, is on schedule. The pace of 
operations is rapid. The Baker group observed the cutting of the diversion tunnel 
and preparations being made for work on the dam when the river recedes. 

The Brownlee Dam, estimated to cost $63 million, will be 395 feet high, and 
among the 15 highest in the United States. It will be 1,380 feet long. The 
reservoir will extend 57% miles, to within 10 miles of Weiser. Total storage 
will be 1,500,000 acre-feet, and live storage 1 million acre-feet. Initial installed 
capacity will be 360,000 kilowatts, with ultimate of 540,000 kilowatts. 


Nineteen hundred fifty-eight completion slated 


The dam is of rockfill type, of impervious core. The diversion tunnel will 
have a diameter of 38 feet, and will be 2,540 feet long. Excavation of 5 million 
cubic yards will be required, and total will require 6 million cubic yards. Con- 
struction is slated to be completed in November of 1958. 

Following an inspection of various parts of the operation, including the fish 
conservation works and the M-K Company’s steel fabrication, the Baker visitors 
were guests at dinner at the M-K dining room which serves 800 men and is open 
day and night. 

Gilbert Ballantyne, president of the Baker County Chamber of Commerce, ex- 
pressed Baker’s appreciation for the hospitality of M-K and Idaho Power and 
wished them good luck in the completion of the project. 


Oxbow site visited 
The buses took the group further down to Oxbow site, 1214 miles from 


Brownlee. Construction on the second dam, in the series of three for which 


Idaho Power has received Federal power licenses, is slated to begin there late 
next year. 
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The group then proceeded to Halfway, and spent more than an hour visiting 
with business acquaintances there. The city, located in beautiful Pine Valley, 
displayed activity and optimism. 

After making another short stop in Richland the buses reached New Bridge 
at 7 o’clock, where dinner was served by women of the New Bridge Grange. 


Baker visitors welcomed 


Allen Brasswell, grange master, welcomed the Baker people. Responses were 
given by President Ballantyne and by Vern Manary, chamber manager. The 
entire delegation was introduced. The dinner was opened with the singing 
of the doxology. The New Bridge male quartet entertained. 


The Baker people returned home at 9:30, sharing the optimistic feeling of 
eastern county residents. 


Members who made the trip were: 

Mr. and Mrs. Gilbert H. Ballantyne, Burnt River Lumber Co.; Leo Adler, 
magazine specialist and chairman of the program committee; Zella Smurth- 
waite; Mrs. Sherman Allen, Pay-Less for Drugs; Mrs. William Pedracini; For- 
rest Hubbard, Jr., and A. C. Anderson, Pacific Telephone & Telegraph Co.; Mrs. 
Paige Anderson, Andy’s Shoe Store; Mr. and Mrs. Lucien P. Arant and Mrs. 
Genevieve M. Bowen, Baker Democrat-Herald; Paul Basche and Ollie Hudson, 
Basche-Sage Hardware Co. 

Mr. and Mrs. Bob Bratt, Ryder Bros.; Richard Brunner, manager, J. C. 
Penney store; John Burgess, Levinger Rexall Drugs; Mrs. Lanta Burnside, 
Richland; Mr. and Mrs. J. W. Crawford and Mrs. Lola Edwards, Crawford In- 
surance Agency; Mrs. Etta Cunning, the Book Nook; E. R. Curfman, Curfman & 
Ullman; Mrs. Hubert Derry, Derry Paint Store; Abby Leishman, Eastern Ore- 
gon Finance Co. ; Katherine Eichhorn; Leona Fleetwood, city librarian; Charles 
Porter, Commercial Welding Co.; Mr. and Mrs. R. C. Frisbie, Oregon Motor 
Club; Don Guyer, Pioneer Federal Savings & Loan Association; Sanford Heil- 
ner, Neuberger & Heilner; Ed Hootstein, Emrich Furniture Co.; Mrs. C. E. 
Jackson, Jackson Food Market; W. E. LaMay, Cascade Natural Gas Co. 

Charles Langrell, Langrell’s Trading Post; Charles Lewis, Sr., Baker Valley 
farmer; Wilma Lockwood, manager, H. C. Stevens Co. store; Mrs. Freeman 
Lubbes, Lubbes Distributing Co. ; Elaine Miles, KBKR ; Ex-Mayor and Mrs. Ming 
McKim; E. T. Nero, Nero’s Marshall Wells Store; John Palmer, Palmer’s Jew- 
elry Store; Robert Paulsen, St. Elizabeth Hospital; Mr. and Mrs. Brent Perkins, 
ranchers ; Leon Gray and William Riordan, California-Pacific Utilities Co.; Ken- 
neth Robb, Robb’s Ladies’ Shop. 

Mrs. John B. Rogers, First National Bank; Vernon Stewart, Baker State 
Bank; Harry Swan, United States Soil Conservation Service; Marcus Swan, 
city recorder; Paul Revis, city engineer; Mr. and Mrs. Joe Victor, General Ad- 
justment Bureau; Fred Witham, Witham Bros.; Mabelle Wisdom; Mabel 
Nelson, Hotel Baker; James Witherspoon, Antlers Hotel and Greyhound Lines; 
Carl York, York Electric Service; Coral Van Allen, Baker-LaGrande Grocery 


Co.; Orin George, Edge Chevrolet Co.; Margaret Slocum and Vern Manary, 
chamber of commerce. 


Senator Kerauver. Senator O’Mahoney, do you have any questions 
at this point? 

Senator O’Manoney. Mr. Chairman, let me first say that in ques- 
tions which I may address to the witness, I have no intention what- 
soever of casting any reflection on the character, the ability, or the 
moral intent of the officers of the Idaho Power Co. 

My interest in this matter stems from the fact, which I think is 
apparent, that the three dams proposed to be built by the Idaho Power 
Co. do not develop the amount of power that Hells Canyon would 
with the same flow of the same stream. 

Am I right about that ? 

Mr. Roacu. Well, Senator, the findings of the Federal Power Com- 
mission on the dependable capacity said there was a difference of 
about 18,000 kilowatts which, if my memory serves me right, is— 
13,000 kilowatts, which, if my memory serves me right, is in the neigh- 
borhood of about 2 percent or less than 2 percent differential, the 

94133—57—pt. 2 3 
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differential being slightly in favor of the proposed high dam as those 
calculations were made. 

Senator O’Manoney. What is your conclusion ? 

Mr.:Roacu, My conclusion is that we will generate as much and 
under certain circumstances more energy than will the high dam for 
the reason that we are using exactly the same head, exactly the same 
water, and we draw our head down a maximum of 101 feet in contrast 
with the proposed maximum drawdown on the Federal dam of 280 feet, 
and power is the result of head. 

Senator O’Manonery. Do you store as much water ? 

Mr. Roacu. We do not, Senator, store as much water. 

Senator O’Manonery. The high dam would store more water ? 

Mr. Roacu. The high dam would store more water. But the 
choice of our storage capacity was freely made, on the basis of 
engineering and economics, as being that quantity of water which 
would be available every year. 

And the Federal Power Commission found, and the Army engi- 
neers agreed, if my memory serves me right, that that conclusion as 
to the capacity, based on sound economics, was the proper conclusion. 

Senator O’Manonry. The Federal Power Commission came to a 
slightly different conclusion than that which you have now just 
expressed, as to the differential between the high dam and the three 
dams of Idaho Power Co. 

Mr. Roacu. With respect to power? 

Senator O’Manoney. Yes. 

Mr. Roacu. Well, maybe so, Senator. My memory does not-——- 

Senator O’Manoney. You said 18,000, and Mr. Parry 

Mr. Parry. The difference is 

Senator O’Manonry. Your assistant said 13,000. 

Mr. Parry. The difference is between 767,000 and 780,000. Those 
are both figures from the Power Commission as to the dependable 
capacity of those two dams. 

Senator O’Manonry. There has been other testimony which states 
that there is a greater differential. I am not an engineer, so that I 
have to depend on what the experts tell me. 

You acknowledge that, do you not, there is a dispute—— 

Mr. Roacx. Well, Senator 

Senator O’Manoney (continuing). With respect to what the size of 
the differential is? 

Mr. Roacu. Senator, we had the longest hearing on record before 
the Federal Power Commission. We live in this country under an 
order of law, and if I read the Federal Power Commission 

Senator O’Manonry. The lawmaking body recognizes that fact. 

Mr. Roacua. What I mean is, as I understood it, you were leading 
me off into the discussion of other witnesses 

Senator O’Manonry. I am not at all. 

Mr. Roacu. I beg your pardon. 

Senator O’Manoney. I just wanted to find out if there is not a 
disputed issue in there as to what the differential really is. 

Mr. Roacn. I think the dispute has all been settled, Senator, by the 
Federal Power Commission findings. There was a dispute up to that 
time. 

Senator O’Manoney. As a matter of fact, even the decision of the 
Supreme Court does not end many disputes. The Supreme Court 
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handed down a decision the other day in’the Du Pont case, and’ T 
know from what I have heard from representatives of management’ 
and representative lawyers that the dispute is not ended. 

Mr. Roacn. Well, I'mean, I am speaking about the formal ending, 
Senator. 

Senator O’Manoney.. Oh, yes; formal. 

Mr. Roacn. If we are not going to accept the findings of a duly 
constituted body of Congress or the Supreme Court, then there will 
never be any end to any disputes in this country. 

But as good citizens, once the issue has been resolved, I would think 
the parties : . 

Senator O’Manoney. May I say, Mr. Roach, I think you are quib- 
bling 

Mr. Roacu. I do not mean to. 

Senator O’Manoney (continuing). If I may say so. 

Mr. Roacn. I do not mean to. 

Senator O’Manoney. Because the testimony comes from you this 
morning that, in your judgment, there was a differential of 18,000 
kilowatts. Your associate said 13,000 kilowatts. Then he gave some 
other figures. 

Mr. Roacn. I am just trusting 

Senator O’Manoney. My other question was merely, Are there not 
others who think the differential was more? 

Mr. Roacu. Well, Senator, I was trusting my memory, and any 
difference between myself and Mr. Parry here is lack of memory. 

Senator O’Manoney. I grant you the fact not to be in agreement 
upon that, and I draw no inference from it. I merely am establish- 
ing the fact that you gentlemen recognize that there is a differential 
in favor of the high dam, and that the Federal Power Commission 
so held. 

You say it is insignificant; others say it is not insignificant. That 
is all I am trying to establish. 

You will go along with me on that, will you not? 

Mr. Roacu. Well, except, Senator, to the fact that the difference in 
relation to the total capacity we are talking about, I am sure, as I 
measure things, is insignificant. 

Senator O’Manoney. Yes, I understand. 

Mr. Roacu. Who can figure 1 or 2 percent—— 

Senator O’Manonry. You said that. 

But with respect to the storage of water, you also made it clear, 


from your point of view, the high dam stores more water than the 
three small dams. 


Mr. Roacn. Well 
Senator O’Manoney. You said that, did you not, just now? 


Mr. Roacu. Well, I say they have capacity for the storage of 
more water than we do. 


Senator O’Manoney. That is right. 

Have you read the statement that Secretary Seaton made with re- 
spect to the acceleration of the amortization cerificate ? 

Mr. Roacu. I don’t know whether I read the complete statement, 
Senator. I did read the general substance of it. 

Senator O’Manonry. I do not want to harass you, that is the last 
thing in my mind. But this I know: That the Government of the 
United States is having a very difficult time in financing its expendi- 
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tures. The Treasury Department recently found that holders of 
capital were unwilling to reinvest in Treasury pbligsians which they 
held, and demanded cash payment in a very, very SER HED 

Week by week, the interest which the Treasury find itself com- 
pelled to offer to get the cash to carry on the Government and the 
program which the executive department is urging the Congress to 
approve. The facts in the mutual security aid debate, for example, 
which is now the pending business upon the floor of the Senate, as 
Tareas om by the Executive, show that the cumulative expenditures 

or military and forei aid on June 30, 1956, were in excess of $35 
billion ; that there will be some $6 billion more expended. 

To do this for foreign aid, the Government is going into the mone- 
tary market and paying a constantly increasing price for the money 
it has to borrow because the tax revenue is not sufficient. 

You testified, in response to Senator Dirksen, that in your under- 
standing, some 926 utility companies have received certificates of 
tax amortization. So far as I know, none of these companies is 
going broke. 

Is the Idaho Power Co. going broke? 

Mr. Roacu. No, sir; it is not. 

Senator O’Manoney. It is in good financial condition, is it? 

Mr. Roacu. I would say it was. 

Senator O’Manoney. Does it have any difficulty in borrowing 
money ? 

Mr. Roacu. At times it has to pay, just like the Government, higher 
prices for money, and it is more difficult to get these days. 

Senator O’Manoney. But you get it all right. You are in good 


shape. 
. Roacu. Well, the future is ahead of us, Senator. 

Senator O’Manoney. Ofcourse. But what was your latest record? 

Mr. Roacu. We have committed ourselves to an expenditure, in the 
canyon and the related facilities, of $154 million; a construction budg- 
et over the next 10 years of pretty close to between $260 million and 
$300 million. What the future holds for us, I do not know. We have 
our money to date for our current needs. We get it currently. 

Senator O’Manoney. But you are operating in a territory in which 
the population is increasing, and in which business has been expand- 
ing; is that not correct? 

r. Roacu. It has been very satisfactory. 

Senator O’Manoney. It is a very good area. I am proud of the 
West, coming from a Western State. 

Mr. Roacu. I know you are, Senator. 

Seantor O’Manoney. Your judgment has been that the market for 
the power you seek to develop will bring in more than sufficient reve- 
nue to enable you to pay the interest upon the bonds you issue and the 
borrowings you make; is that not right? 

Mr. Roacu. Well, we are planning that that shall be the answer, 
Senator. 

Senator O’Manoney. You are confident that it will; otherwise, you 
would not have undertaken a 10-year financing. Is that not true? 

Mr. Roacu. Well, as I say, it is ahead of us. We have not under- 
taken it yet. Wehave not planned on it. 

Senator O’Manoney. You are not telling your stockholders that 
you are a bad judge of the future, are you? 
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Mr. Roacu. Not at all, Senator. 

Senator O’Manoney. Of course, you are not. 

Mr. Roacu. I am very bullish on the United States, including Idaho, 
Wyoming, and the entire country. 

Senator O’Mauoney. Very good. The situation which you have 
described is one in which your company is financially strong. The 
situation which I describe is that the Government of the United States 
is finding it difficult to borrow money, and it is very unlikely now that 
either the administration or the Democratic Congress will undertake 
to propose any tax reduction this year. 

Mr. Roacu. Are we not giving you the complete answer to that, 
Senator? Here we are proposing, instead of anybody calling on the 
Federal Government, to save the Federal Government an initial ex- 
penditure of anywhere between $670 million and a billion dollars. 
Are we not making a real contribution to the solution of your problem? 


Senator O’Manoney. But you are not asking the Federal Govern- 
ment that we subsidize you—— 


Mr. Roacu. We are not. 

Senator O’Manoney (continuing). By tax amortization ? 

Mr. Roacu. We are not, Senator; as emphatically as I can say it, 
we are asking nobody to subsidize us, Senator. 

Senator O’Manoner. You want the rapid-amortization certificate. 

Mr. Roacu. The rapid-amortization certificate is a temporary de- 
ferment of taxes, every cent of which, assuming the rates do not 
change, is paid back to the Federal Government. 

Senator O’Manonry. Why do you not surrender this certificate and 
pay the taxes now, and thereby help the Government to pay the inter- 
est upon the Federal debt ? 

Mr. Roacu. I will tell you exactly why, Senator, if you will give 
me the opportunity. 

Senator O’Manoney. Of course. 

Mr. Roacu. We are a publicly regulated, taxpaying utility. We 
are not free agents, as corporate officers or as administrators of a 
publicly regulated agency, to wave aside any of the provisions of 
the Federal income-tax law. The only result of the utilization of the 
certificate would be a slight reduction or maybe more than a slight 
reduction, in the overall cost of the money, every benefit of which 
accrues, not to the advantage of the company, but to the customers we 
serve. 

And our Idaho Public Utilities Commission has stated, not once 
but many times, that we have an obligation, as a regulated utility, 
to take full advantage of all applicable tax provisions, and I do not 
agree for 1 second that the use of the amortization certificate is in 
any way a subsidy, nor do I agree that Idaho Power should be 
singled out from among 22,000 or 30,000 taxpayers of the country 
for persecution simply because, in pursuit of its normal course of busi- 
ness, it filed its application, and that application was favorably acted 
upon by the ODM for no reason other than we met every established 
criteria in exactly the same fashion as the people in your State of 
Wyoming who receive certificates of peu 


Senator O’Manonry. Do you think I am persecuting you by asking 
you these questions ? 
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Mr. Roacn. The inference, Senator, and the publicity that casts 
reflection on the actions of Idaho Power, in my opinion, are persecu- 
tion of the worst sort, and tending to discredit and disparage Idaho 
Power in the general eyes of the public, and I am very sensitive on 
that point. 

Senator O’Manoney. Let me read what Secretary Seaton had to say 
on that point. 

Mr. Roacu. I will be glad to hear that. 

Senator O’Manoney. Then I will ask you whether you think he was 
persecuting you. 

Mr. Roacu. Yes. 

Senator O’Mauoney. This was a letter of March 11, 1957, addressed 
to Dr. Flemming, who was then the head of the Office of Defense 
Mobilization: 

DeaR Dr. FremMincG: As you have requested, I have reviewed the record 
available to me with respect to the applications of the Idaho Power Co. for 
rapid tax amortization of the Oxbow and Brownlee hydroelectric development. 

In the Federal Power Commission’s Opinion No. 283, which accompanied 
the decision to issue licenses to the Idaho Power Co., there is included the 
following: 

“However, under existing law, these public purposes will be realized without 
expense to the United States to the extent that the projects are constructed 
by a non-Federal entity. Development by applicant of the Hells Canyon reach 
-of the Snake River would provide 1 million acre-feet of flood-control storage, 


and required streamflow regulation in aid of navigation on the lower river, at 
no cost to the United States.” 


End of quotation. Then Secretary Seaton goes on: 


Since the foregoing excerpts from the Federal Power Commission’s opinion 
indicate the great weight assigned to the benefits to be achieved without cost 
to the Federal Government, it is my view that it would be most inequitable 
for the Federal Government now to assume any portion of the costs of these 
licensed projects. 

Do you consider that persecution ? 

Mr. Roacu. No, Senator; I do not. I consider that an expres- 
sion 

Senator O’Manoney. Will you, then, exempt me, too? 

Mr. Roacu. I was not directing my observations to you, Senator. 
I was directing my observation to all the publicity that has gone 
out. 

Senator O’Manoney. After I had addressed my questions to you, 
you had spoken of the persecution to which your company was sub- 
jected, and I asked you if you thought that I was persecuting you, 
and you said that the inferences from my questions were persecution. 

Mr. Roacn. Well, it was the references, Senator, to the subsidy 
from the Federal Government, and things of that kind, that you were 
sweepingly including in your references, that I was 

Senator O’Manoney. Of course, I regard a rapid-amortization cer- 
tificate as a subsidy because it forgives you the payment of taxation, 
does it not? 

Mr. Roacu. It does not, Senator. 

Senator O’Manoney. Does it not for 5 years make your tax burden 
less ? 

Mr. Roacu. It does. It simply defers. 

Senator O’Manoney. That is what I mean. 

Mr. Roacu. It defers—— 
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Senator O’Manonry. Waitaminute. It defers them into the future. 

Mr. Roacu. That is right. 

Senator O’Manoney. You testified only a little while ago that you 
could not see into the future with respect to what the conditions 
would be with respect to the finances of Idaho Power Co. 

Mr. Roacu. No; I didn’t, Senator. 

Senator O’Mauoney. I will read the record for you, sir. 

Mr. Roacu. I said I couldn’t give you assurances that we wouldn’t 
have some trouble. 

Senator O’Manoney. Yes. And there is nobody in the Govern- 
ment of the United States and no taxpayer who can give any assur- 
ances that the Government of the United States will not have trouble 
by reason of the inability to raise taxes sufficient to pay the outgoing 
expenses. 

Our Government is making tremendous expenditures, and you know 
that the United States Chamber of Commerce, the National Associa- 
tion of Manufacturers, practically all the business organizations of 
this country, are protesting against the size of the President’s budget. 

I do not join them in that, because I know that the United States is 
the only government and the only country which can preserve the 
world from the sweep of communism. If I may express my opinion 
to you, sir, I believe that it is to the interest of the Idaho Power Co. 
and every private utility in the United States and every business 
organization in the United States to do its best to make the current 
burden for year by year, for 5 years, and for 10 years, too, as small 
as possible. 

I think it would be much in the public interest if the Idaho Power 
Co. would today officially say, “We do not want this amortization. We 
will pay the taxes as we go along.” 

You have already testified that you are a sound company. 

Mr. Roacu. Senator—may I continue, Senator Kefauver ? 

Senator Kerauver. Yes, indeed, Mr. Roach. 

Mr. Roacu. Senator, don’t you realize the very thing we are doing 
is generating taxes of great magnitude for the Federal Government 
to contribute to the very problem and the solution of the problem you 
mention ¢ 


As far as I know, and I am not making it as a categorical state- 
ment 

Senator O’Manoney. Youare nota prophet. Youjustsaidso. You 
cannot see into the future. You do not know what is going to be the 
result in this area. 

Mr. Roacu. May I have just a moment for this? 

Senator O’Manoney. Certainly. 

Mr. Roacw, So far as I know, Senator, in terms of the revenue 
dollar that Idaho Power receives from its customers, we return to ihe 
tax collector a higher percentage than any other operating utility in 
the entire United States. 

I think I am right on that, but Iam—I might be—— 

Senator O’Manonry. That might be true. But I am just saying 
to you, Mr. Roach, that if you were to go out of this committee room 
this morning and announce to the people of the Northwest the Idaho 
Power Co. is going to sacrifice this grant of rapid amortization, in 
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order to help the Government, you would increase your business, 
because you would be doing a very unusual thing. 

ITamalawyer. I think you area lawyer. 

Mr. Roacu. I am not. 

Senator O’Manoney. I realize, of course, that taxpayers take ad- 
vantage of the tax laws that are written, and when there is an open- 
ing the taxpayer wants to go through that opening if he can. 

r. Roacu. Yes. 

Senator O’Manonery. I think the rapid amortization business has 
been used extensively, on your own testimony, by the private utility 
system to cut down their taxes. 

This is being done at a time when many of these certificates are 
issued, not for defense purposes, but for the benefit of the companies. 

Mr. Roacu. Senator, why do you limit your reference to utility 
companies? Why do you not say 
a O’Manoney. I just wanted to hold to your testimony, that 
is all. 

Mr. Roacu. I want you to apply the reference, if I may suggest, 
to the whole scope of the intent of Congress when they enacted the 
ODM law. 

A few minutes ago I pointed out to you—— 

Senator O’Manoney. I was here, Mr. Roach, when it was passed, 
and it never occurred to me that tax amortization certificates would 
be issued in the reckless manner in which they have been issued. 

Mr. Roacu. I do not agree they have been issued recklessly, Sena- 
tor, so far as we are concerned. 

Senator O’Manonery. They were issued recklessly enough in this 
case to induce the Secretary of the Interior, Mr. Fred Seaton—who 
went into that Department from the White House, where he had been 
a close adviser of the President—from his experience, to obtain suffi- 
cient motivation to protest against the issuance of amortization in 
your case. 

Mr. Roacn. Senator, I am a great admirer of Secretary Seaton. He 
is a man of principle, and he is talking about the principle of the law. 
And if the Congress in its wisdom sees fit or has seen fit in the past 
either to make these available—— 

_ orang O’Manoney. Sometimes I think we are not too wise, Mr. 
oach. 

Mr. Roacu (continuing). For purposes best known to them and 
not to me, Senator, or to amend the law, we, as law-abiding citizens, 
conform strictly, and I am sure that every one of us sitting around the 
table here who have income taxes to pay, take full advantage, as it 
was intended by the law, of any personal or other deductions that are 
legal and proper. 

And for us, as responsible corporate officers, and particularly as 
responsible public-service agents, subject to the strict regulation of 
our Idaho Commission 

Senator O’Manonry. May I read to you some of your own 
words—— 

Mr. Roacu. Yes, sure. 

Senator O’Manoney (continuing). As quoted by Secretary Seaton ? 

Mr. Roacu. Yes. 

Senator, before you do that, could I finish my thought here? 
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Senator O’Manoney. Oh, yes; surely. 

Mr. Roacu. We got to talking about what we were doing to con- 
tribute to the relief of the tax burden of the United States, and I drew 
your attention to the fact that, by going out and seeking venture tax- 
paying capital initially, we are saving the Federal Government and 
the Federal Treasury the appropriation of anywhere from $700 mil- 
lion up to a billion dollars to do a substitute job which is no better 
than ours. That is saving No. 1. 

Saving No. 2, as a result of the construction 

Senator O’Manonry. My silence does not mean acquiescence in 
your statement. 

Mr. Roacu. You bowed, you nodded, Senator. 

Senator O’Manoney. I bowed to your ability as a witness, sir. I 
admire the way you present the matter, sir. 

Mr. Roacu. You are trying to throw me off a little bit here. 

Senator O’Manoney. I would not do that, Mr. Roach. 

Mr. Roacu. But in addition to that, Senator, in addition to saving 
the initial capital expenditure, here is what we are going to do over 
the next 50 years: We are going to bring into the Federal Treasury 

Senator idsionns: You are going to prophesy for 50 years now? 

Mr. Roacu. Absolutely. Absolutely. 

Senator O’Manoney. A little while ago you hesitated at prophesy- 
ing 10 years. 

Mr. Roacu. On cost of money, Senator. 

Senator O’Manoney. That is right. No cost of money involved in 
this. 

Mr. Roacu. Taxes you cannot escape, Senator. 

Senator O’Manoney. Proceed with your perspective vision for 50 
years. 

Mr. Roacu. I will guarantee—— 

Senator O’Manoney. Where is your crystal ball, Mr. Roach ? 

Mr. Roacu. I will guarantee this, Senator : $300 million of Federal 
taxes; State and local taxes, Oregon, Idaho, northern Nevada, $200 
million. 

The value of the flood control we are supplying free of cost to the 
Federal Government has been stated by the Army engineers to be 
worth at least a million dollars a year; for 50 years, $50 million. 

The navigation benefits, $100,000 a year; and over 50 years, $5 
million. 

The Federal Power Commission estimated that the annual saving or 
the annual cost of the fish-handling facilities, which otherwise would 
be a burden to the Federal Government, are $200,000 a year. Over a 
50-year period, $10 million. 

Senator Dirksen. Did you compound the interest on that, Mr. 
Roach ? 

Mr. Roacu. No. 

Senator Dirksen. You must do that. 

Mr. Roacu. I will do that in a second. 

Senator Dirxsen. Get one of the electronic computers. That is the 
great gimmick here. 

Mr. Roacu. There is a total $565 million, the payment of which is 
inevitable, and there was nothing ever surer in prognostication than 
that the taxing bodies of the Federal Government and the State and 
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local authorities will reach at least that figure, $565 million, without 
any compound interest of any kind. 

I can convert it on a compound-interest basis, Senator, but the figures 
become so fantastic and so unreal as to be-——— 

Senator O’Manoney. So amazing. 

Mr. Roacu (continuing). So amazing as to beggar description. 

Senator O’Manoney. Sostimulating that they make me wonder why 
under heaven you wanted the tax amortization, and I find this proven 
by your own testimony. 

Mr. Roacu. This is all the figures—— 

Senator O’Manonery. No, just a moment, please. 

Mr. Roacu (continuing). This is on the Federal Government. 

Senator O’Manonry. Yes, I understand that. But you are making 
all this, and you are making money, if that is going to happen. Idaho 
Power Co. is going to be collecting a substantial sum from those who 
are fortunate enough to be your patrons and buying your electric 
power. 

Here we have the Secretary of the Interior writing: “Testimony be- 
fore the Commission P 

Senator Kerravuver. Before you leave those figures, Senator 
O’Mahoney 

Senator O’Manoney. Senator, let me put this in. I want to use his 
own words. 

Senator Kerauver. I wonder whether he would agree that the con- 
sumers would pay all of those costs, of course. 

Mr. Roacu. Senator, I agree a hundred percent, in the final analysis, 
we as consumers pay every cent of taxes, including the salaries that are 
necessary for the payment of Members of Congress and everybody else. 

Senator Kerauver. Excuse me, Senator. 

Senator O’Manoney. “Testimony,” said Secretary Seaton, “before 
the Commission,” meaning the Federal Power Commission 
appears to establish clearly the company made its case before the Federal Power 
Commission on the basis that it would not need accelerated tax amortization 
in order to justify granting the license to the company. Testimony on this 
point was adduced from the president of the company, Mr. Roach, as follows: 

“Question. Have you in part also explained, then, why you haven’t made 
provision in your projection of exhibit 28 for any accelerated amortization 
items relating to Oxbow and Brownlee? 

“Answer. I think I have explained it in its entirety, as far as I know. Our 
filing of the application, I felt, was an obligation inherent in our fulfillment of 
our responsibility as officers of the company, because the Internal Revenue Act, 
section 124 (a), specifically provides for it, and had we not at least made the 


effort, even though we had faint hope of any success, we would have been 
derelict in our responsibility to our customers.” 


You had only faint hope when you testified before the Federal 
Power Commission, before the license was issued, that tax amortiza- 
tion would ever be granted to you; is that not the fact ? 

Mr. Roacu. No, Senator. I am sorry you were not here when 
Senator Dirksen asked the identical question. 

Senator O’Manonry. I was here when Senator Dirksen asked you 
that question, and I heard it. 


Mr. Roacu. My explanation to Senator Dirksen is not adequate to 
you now ? 
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Senator O’Manonry. Is it not a fact that you answered, to the 
Federal Power Commission’s interrogation, that you had faint hope 
of any success ? 

Mr. Roacu. Do you remember, Senator 

Senator O’Manoney. Did you not say that? 

Mr. Roacn. Senator 

Senator O’Manoney. Please answer “Yes” or “No.” 

Mr. Roacu. No, I am not going to answer “Yes”—I am going to 
answer “Yes, but.” [Laughter. | 

Senator O’Manoney. That is a good utility answer, sir. 

Mr. Roacu. No, it is not, Senator. That is a very honest answer. 

I made that statement, but it was keyed in 

Senator O’Mauonry. Give us the “but.” 

Mr. Roacn. It was keyed in with the date of the then-existing 
Office of Defense Mobilization goal, which called for the completion, 
that was the goal of December 3—the goal was 

(Mr. Roach confers with Mr. Parry.) 

Senator O’Manoney. Conduct this conference between yourself 
and your attorney, and be sure that your answer is Just what you 
need. 

Mr. Roacu. He has the dates. 

Mr. Parry. I have a tabulation form. The goal suspension was on 
December 3, 1953. Mr. Roach was cross-examined December 8, 1953, 
and at that time the goal was suspended. 

Senator O’Manoney. The “but” travels all over the waterfront; 
does it not? 

Mr. Parry. It bounces back and forth. 


Senator O’Manoney. All I am asking, sir, is whether or not you 
gave this answer: 

















I think I have explained it in its entirety, as far as I know. Our filing of the 
application— 


that is the application for tax amortization— 


I felt, was an obligation and inherent in our fulfillment of our responsibility as 
officers of the company, because the Internal Revenue Act, section 124 (a), 
specifically provides for it— 


that is, for tax amortization— 
and had we not at least made the effort to get tax amortization— 
I interpolate those three words— 


even though we had faint hope of any success, we would have been derelict in 
our responsibility to our customers. 

You said that, did you not? 

Mr. Roacu. I certainly did say that, Senator. 

Senator O’Manoney. I suggest to you, Mr. Roach 

Mr. Roacu. Just a minute. 

Senator O’Marionery. Let me make this suggestion. 

I suggest to you that you consider your responsibility toward help- 
ing finance the obligations of the Government of the United States 
in the terrible cold economic war it is waging against communism. 

I say to you in all sincerity, Mr. Roach, I recognize why, with this 
provision in the law, you felt that— 


Well, maybe we can get it. We might as well apply for it, and it will lessen 
our burden while we are building. 
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Mr. Roacu. Senator, there is on file, I am sure, in this hearing, a 
letter from the Idaho Public Utilities Commission which I would 
sincerely——— 

Senator Dirksen. I read it into the record, Mr. Roach. 

Mr. Roacn. Did you? 

Senator Dirksen. Yes, sir. 

Mr. Roacu. And I think that is the complete answer to your ques- 
tion, if I may so express myself. 

Senator O’Manoney. I am sure the Idaho Power Commission did 
not take into consideration in the preparation of those certificates the 
straitened condition in which the Treasury of the United States is 
now. 

Mr. Roacnu. Senator, you don’t know 

Senator O’Manoney. They did not take into consideration the huge 
budget that we have. 

Mr. Roacu. It certainly did, because the Idaho Public Utilities 
Commission, I think, has the same interest sincerely in the welfare of 
the United States—— 

Senator O’Manoney. Of course. 

Mr. Roacu. As you share and I share. I think we do not differ on 
that. And I have read as lucidly, as forcefully as I can, the contribu- 
tion that is being made to the Federal Government, and I do not agree 
for 1 minute, Senator, that the amortization certificate takes any 
single, solitary penny away from the Federal Government. 

I think that the premise—— 

Senator O’Manoney. That statement is based upon your conclusion 
that the returns in the future will more than repay for the losses that 
the Government suffers in the present. 

Mr. Roacu. I do not believe the Government suffers any losses, 
Senator. 

Senator O’Manoney. Why did you want the foregiveness of the full 
taxes, by rapid amortization, during the 5-year period, if it was not 
for the purpose of reducing your burden of taxation ? 

Mr. Roacu. It reduces the cost of money, Senator. 

Senator O’Manoney. That is right. While the Government is 
finding the cost of money getting higher. 

So I am just making the suggestion that it would be a wonderful 
public relations job for you to say now: 

We will forgo this grant that the Government of the United States has made 
to us, against the protests of the Secretary of the Interior. 

Mr. Roacu. Will you talk to me a few minutes about the contribu- 
tion we are making to the Federal Government ? 

Senator O’Manonry. You have already put that in the record. 

Mr. Roacu. But you don’t seem to want to talk about that. 

Senator O’Manoney. Because it is your crystal ball. 

Mr. Roacu. No; itis not. I mean, there is nothing more inevitable 
than taxes. You have got control over that. 

Senator O’Manoney. I wish I had. 

Senator Dirksen. May I inquire? 

That statement you read was December 8, 1953? 

Senator O’Manoney. At the hearing. The Secretary’s letter-—— 

Senator Krravver. That is right, December 8, 1953. 

Senator Dixsen. The goals were closed on December 3, 1953? 

Mr. Parry. December 3. 
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Senator Dirxsen. The cease-fire in Korea came on June 27, 1953. 

Mr. Roach, I think you were right. I think it was a faint hope at 
that time. 

Mr. Roacu. You have to read the rest of the testimony. 

Senator Dirksen. That is right. : ; 

Mr. Roacu. I very positively stated that if the certification were 
available to us, we certainly would take advantage of it, Senator. _ 

Senator O’Mauoney. That is exactly what I have been saying, sir. 

Senator Dirksen. I think your expression was quite in order, 
against the background of events. ( 

Senator Keravver. Senator Carroll, do you have any questions 
to ask now ? 

Senator Carrotu. Mr. Chairman, I would like to ask a few. ; 

Mr. Roach, how long have you been in the northwest area of this 
country ? 

Mr. Roacn. I went out there, Senator, in 1932. 

Senator Carrott. You are familiar with the development of that 
whole area, including Grand Coulee and Bonneville ? 

Mr. Roacn. I certainly am. 

Senator Carrott. You know there has been quite a controversy in 
that area about the development of low-cost power. 

Mr. Roacn. I lived right through it. 

Senator Carrott. Is Washington Gas & Electric affiliated with 
Washington Power? 

Mr. Roacnu. No; it is not. 

Senator Carrott. You are familiar with the report of the Army 
engineers, the 308 report, as they call it ? 

Mr. Roacu. Generally. 

Senator Carrotu. If my memory serves me correctly, that was filed 
in 1945 or 1946, I think. 

Mr. Parry. I believe, Senator, if I might interpolate, that the final 
form was filed in 1948. There was a draft floating around in 1947. 

Senator Carrot. There had been a study conducted by the Army 
Corps of Engineers, and I think some participation by the Bureau of 
Reclamation, for almost 30 years in that area. That 308 report came 
up with a recommendation that as a key section of the plan, they 
recommended Hells Canyon. 

It was after that report was filed that for the first time, as I look 
at the record, Idaho Power filed its application to build a lower dam; 
is that right? 

Mr. Roacu. Well, Senator, I am not going to agree with you on 
that, because I don’t have the exact dates in mind. We filed our initial 
application, as I recall it, in June of 1947, and for a great many years 
we had owned a power site at Oxbow. 

Senator Carrot. Oxbow ? 

Mr. Roacu. That is right. 

Senator Carrotu. That is since 1906. 

Mr. Roacn. It goes back a great many years. 

Senator Carrot. But it was after this comprehensive report was 
filed which would have affected Oxbow that you then filed before the 
Federal Power Commission your application for a license to build 
the lower dam. 

Mr. Roacn. Well, Senator, there may be a coincidence of dates 
there, but the existence of any report of the Federal Government had 
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no relationship or had nothing whatever to do with our filing down 
there. 

We were filing down there in pursuit of our obligation under the 
Public Utility Act of Idaho to supply our customers always with 
adequate power at the lowest obtainable costs. 

Senator Carroii, The point I wanted to make, Mr. Roach, was ‘hat 
this report had been-filed; and then later on, on June 9, 1947, the Corps 
of Army Engineers announced a public hearing on the middle Snake 
development at Lewiston, Idaho; and shortly after that the Idaho 
Power Co. filed its application. 

In any event, I am interested in your viewpoint of this concept of 
persecution, because this whole controversy has been a national con- 
troversy for many years; has it not ¢ 

Mr. Roacu. It became 

Senator Carroitu. It has been involved in political campaigns. It 
was involved in the 1952 campaign. It was involved in the 1956 
campaign, nationwide. 

Mr. Roacu. It became a political controversy, as I recall it, Sen- 
ator Carroll, when the National Hells Canyon Association injected 
itself into the picture at the time of our filing of an application before 
the Federal Power Commission in 1950, if my memory serves me 
right. 

Senator Carroii. Yes. 

Mr. Roach, a Cabinet officer of the United States Government, a 
Secretary of the Interior, filed his intervention against this license, 
before the Federal Power Commission, requesting that this license not 
be granted. That was in 1952. 

Mr. Roacn. Yes. 

Senator Carroutzi. And then it was, in 1953, another Cabinet officer 
withdrew it. 

Now we have another Cabinet officer who moves in again. This 
has become a great issue, not only in the Northwest, but all over the 
country. A great deal of publicity has been given to this matter, 
and a voluminous record has been compiled in committees and in 
debates on the floor. 

Colorado is not a public-power State. We have only about 20 
percent public power in our State, 80 percent of it is run by private 
utilities ; they wheel most of the power. 

As I look at the debates and as I read the record here, running all 
through this debate is the one thread of the argument that it will 
not cost the taxpayers one cent. 

I assume that the counsel who is here, Mr. Parry, is the same counsel 
who appeared before the Federal Power Commission. 





Did you give this statement, Mr. Parry, before the Federal Power 


Commission : 
The applicant is here— 
Mr. Parry. What is the date of the statement, Senator Carroll ? 


Senator Carron. This was in July of 1953. 
Senator Kerauver. At transcript page 1234. 


Mr. Parry. I made the initial opening statement for the company 


when the hearing began. 
Senator Carrot (reading) : 





nt Re a HE 


ne 





LE LTT TE TT I TT I 


Perrone 


Cee aR 


cae 


SPREE REEMS aEEHT Kms 


RAPID AMORTIZATION IN REGULATED INDUSTRIES 661 


The applicant is here before you asking the privilege—the privilege—of con- 
structing, solely with its own money and without one cent of cost to the tax- 
payers of the United States— 
that is part of the statement 

Senator Keravuver (reading) : 
* * * a great multiple-purpose project. 


Senator Carro.i (continuing). With reference to the costs. 


Then again, on May 6, 1955, and I assume that Mr. Parry is the 
attorney mentioned : 





We have here a private company providing great flood control, navigation, 
recreational benefits to the Nation, free of cost to the Nation, and without any 
request on the part of the company for contributions from the Federal Govern- 


ment. 

Commissioner Kuykendall, talking before this committee, said he 
never dreamed, in substance, ‘that you would ask or get a tax amorti- 
zation, a fast tax writeoff, because he said they never considered any- 
thing else but conventional financing. 

This is the record. In debate on the floor, I found one Senator who 
actually put his finger on it. That was Senator Jackson, of Washing- 
ton, who warned in a sense about the tax amortization program. 

But in any event, now, this is the record, as I see it, as a new man 
coming into the Senate. 


Mr. Parry. Now then , Senator, as the counsel involved, may I make 
a statement on that ? 

Senator Carroti. Did you make those statements ? 

Senator Warxkins. Mr. Chairman 

Senator Carrotu. I am asking, Mr. Chairman, and I do not yield 
now, and I want to know whether he made those statements. 

Senator Keravuver. The first statement, Mr. Parry, was taken from 
a quotation before the Federal Power Commission on July 7, 1953, 
transcript page 1234. 

The second statement which Senator Carroll read was contained in 
the Senate Interior and Insular Affairs Committee hearings on the 
Hells Canyon bill, at page 751 of the hearings, on May 6, 1955. 

Senator Warkrs. That was the first set of heari ngs. 

Senator Carrot. It was on May 6, 1955. 

Tam merely asking if you made those statements. 

Mr. Parry. I take it that all of us who are engaged in this colloquy 
are lawyers, and we know that the record is the best evidence. 

I will say, “ Yes,” I made those statements. 

Senator Carroiu. If you want to explain it, I think you would be 
entitled to. 

Mr. Parry. I would make the same statement today, Senator. 

The context of the whole argument that ran through this entire 
hearing was, Should the Federal Government build one of these mu- 
tually exclusive projects, the high dam, which was the same head, 
but build all of them with appropriations out of the Federal Treas- 
ury, or should the company build its multiple-purpose project and 
not ask the Treasury for a dollar. 

And my statements, and in every statement I have made, and I 
would make them again today, is that we are doing that without ask- 
ing a dollar of appropriation from the Federal Treasury. 
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Now, the mechanics of it are these: To build these projects, the 
Federal Government is not going to give us any money. ‘There have 
been talks about these subsidies and grants, but here is the way it 
works. 

Mr. Roach has the responsibility of going out and borrowing every 
dollar that goes into Oxbow and Brownlee; and when they are fin- 
ished, on December 31 next year, as we earnestly expect them to be 
finished, the dollars that are in there will have been provided by the 
Idaho Power Co. and its credit, and there will not be one Federal 
dollar in it. 

Now then, a year will go by, and in 1960 the Idaho Power Co. 
will file its income-tax return for 1959, and then for the first time, 
if the internal-revenue law is as it is today, they will be entitled to 
a credit on their income tax, and that credit will be for one-fifth of the 
cost of the project. 

Now, I think, Senator Carroll, you yourself have brought out that 
in the meantime, since I made that opening statement in 1952, the 
Congress has seen fit to change the depreciation law, and even if we 
do not have a fast acceleration, our rate of depreciation would be 
greater in 1960, again assuming the law to be as it is now, than it 
was in 1952. 

The point I am making is that when I talked about costs to the 
Government—and everyone knew it, and Mr. Kuykendall corrected 
his testimony to state it in his hearing before this committee—we 
were talking about appropriations from the Federal Treasury. 

Senator Carroty. You say Mr. Kuykendall corrected his testimony ? 

Mr. Parry. Yes, he did. fies this quote: 

Of course, what we were really talking about was that there would have 


been no appropriation from the Federal Government for these projects to be 
built. 


Mr. Kuykendall’s language, pages 845 and 846, May 31 of this 
year. 

The point I am making is this: We made it clear to everybody 
throughout the whole hearing that when we were saying that there 
was no cost to the Federal Government, there would be no appropria- 
tions. We made it clear, if I may complete my answer 

Senator Carroiti. Of course, as I read the debates 

Mr. Parry. Let me complete mine, please, because I, in effect, as 
a lawyer, am charged with bad faith in this thing. 

We made it clear to everyone that we would pay our Federal in- 
some taxes as they were provided by the law at the time they were 

ue. 

Now, I myself asked Mr. Roach in June of 1953, on direct exami- 
nation, whether these fast—these certificates could be in the picture. 

At that time, as has been stated here earlier, I believe, before you 
came in, Senator, to qualify, the project would have to be built in 
1956. We were being threatened with a long hearing, and being 
taken through every court in the land, as we have been taken, and 
we did not make any of our plans for financing along that basis, 
because you, as a lawyer, know instantly other people would say, “Why, 


you are living in a fairyland. You are not going to get any certifi- 
cates.” 
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So we put in proof that we could finance them conventionally, 
but we stated in June 1953 that if the certificates were avaailable we 
would file for them. 

In August of 1953, we did file, while the hearing was in progress. 

On December 3 of 1953 the goal was suspended. On December 8, 
1953, Mr. Roach testified, as he has been questioned in this record, and 
there is no need of my going over that. 

When we filed our opening brief in this matter before the Federal 
Power Commission—I Soak like to get that specific date, because I 
think it is of some importance. 

Senator Krerauver. November 5, 1954. 

Mr. Parry. That is correct. 

We stated on page 48 of that brief that while we were putting our 
figures in on conventional financing, that we would take advantage, if 
it was available to us, either of this additional accelerated deprecia- 
tion which had been provided by section 167—we didn’t name it—or 
by fast acceleration. It was there in our brief. 

Now then, we came along August 8, 1955, and we were granted a 
license, and a petition for a rehearing was promptly filed. 

During the pendency of that petition for rehearing, our opposing 
counsel wrote to the ODM, again objecting to our getting any L- 
cense—any certificates, and sent a copy to the Federal Power Com- 
mission. 

Likewise, during the time that that petition for rehearing was pend- 
ing, and I think this appears in the record of this case, this hearing, 
on September 16, 1955, the ODM wrote to the Federal Power Commis- 
sion and said that that was pending. 

And the Federal Power Commission wrote back to ODM, quoting 
at length this testimony, and that of some other experts. 

The point I am making is that the status of these ODM certificates 
has been known fully to everybody every minute since they were 
first—since the application was first filed in 1953, which was the same 
one that was eventually granted. 

So far as the Senate is concerned, Senator Morse made a tremen- 
dously long speech on the subject, that famous filibuster speech back 
in 1954. The record is replete with letters that were written by var- 
ious Senators on the subject and placed in the Congressional Record. 

I will jump back to this 1955 hearing in which a quotation of one 
of my statements was made, at that time a Mr. Robinson, Charles A. 
Robinson, Jr., who represents this National Rural Electric Power 
Association or something, he put in the record then some of these same 
fantastic, never-never land figures that are being talked about today, 
and he and Senator Clinton Anderson got in quite a debate on it, and 
it was in the hearings on 8. 1333. 

Now, in view of that, I state with all the emphasis I can, there has 
been no misrepresentation. 

Senator Carroll, nobody has been misled. There has been no mis- 
representation, and I think that any implication that I or any of the 
lawyers that were associated with me have misled anybody is very 
unfair. 

Senator Carrotzi. I want to say this, Mr. Chairman: Again, after 
reading the record, I am glad to have this explanation in the record 
here this morning. But based on the testimony of Mr. Kuykendall, 

94133—57—pt. 2——-4 
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after very careful questioning by the chairman, by Senator 
O’Mahoney, and I believe participated in by Senator Dirksen, he 
never deviated one bit from his position that he had absolutely no 
thought of anything else but conventional financing. 

Nowhere along the line does the record show, until your explanation 
this morning, that you were thinking in terms of appropriations. 

Mr. Parry. Entirely, sir. 

Senator Carrouy. That is the first time we have heard that explana- 
tion anywhere in this hearing. 

Mr. Parry. I am certainly glad of the opportunity to give it and 
make that clear. 

Senator Carroti. Let me say this to you: In view of Mr. Roach’s 
explanation here this morning, he felt, as a manager of a private 
utility, he had to take advantage of existing law, and it was my 
impression from reading that he was protecting himself by taking 
advantage of that law but had faint hope of getting the tax writeoff. 
The important point, it seems to me, Mr. Chairman, is that here was a 
private utility asking for the privilege of constructing a dam, a 
privilege, in one of the most controversial cases since, perhaps, the 
building of the Grand Coulee, and I will see if Mr. Roach knows 
about this background. 

Mr. Parry. May I suggest this. Aren’t we quibbling with words 
when we distinguish between a privilege and a license? In other 
words 

Senator Carrotu. No. 

Mr. Parry. The law is that a private utility can build a dam on an 
interstate navigable stream only with a license from the Federal Gov- 
ernment, and that is what we have been asking from the time we 
first started back in the 1950’s until we finally got it approved by the 
Supreme Court, and I see in privilege and license no difference. 

Senator Carroity. Of course, you could not build without a license. 

Mr. Parry. That is correct. 

Senator Carroty. But the privilege means that it is something of 
value, something you need, and therefore is sufficient incentive 

But having the additional incentive of a great expenditure at a 
cost to the taxpayer, unless you deny the accuracy of the figures of 
Mr. Rainwater, of the Federal Power Commission 

Senator Warkrns. Mr. Chairman, could I interrupt for a moment, 
if the Senator will yield ? 

Senator Carroiy. I would like to finish this, if I may, because Mr. 
Parry is making a speech here. 

Senator Warkins. You are making a speech, Senator. 

Senator Carrot. If you will please not interfere with my examina- 
tion, I will yield to you, unless you want to leave. 

Senator Warxrns. I did ask you to yield for the purpose of making 
a request of the chairman. 

Senator Carrotu. I have asked you to defer that until I get an 
answer to this one question about Rainwater. 

Senator Warxtins. If it goes on as it has been going on, it will be 
20 minutes. Ihave to leave. 

Senator Carrot. I asked you that, if you wanted to leave. 

Senator Krrauver. I would like 
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Senator Warxins. As a member of the parent committee, I would 
like an opportunity to come back this afternoon and question these 
witnesses. 

Senator Kerauver. You will be granted that opportunity. 

Senator Watkins. I have been interested in this matter. If I have 
been imposed on by the Idaho Power or anyone else, I want to know it. 
And if this committee is only getting part of the case, I want to know 
that, too. I want them to ret it all, and the American people to 
get it all. 

Senator Kerauver. Our present plan will be to recess in a few 
minutes. 

Senator O’Mahoney has a hearing at 2:15, but I wondered if we 
could not start again here at 1: 15 

Senator Carroti. Mr. Chairman, we have a very important debate 
on mutual security this afternoon. I would like to be present. I 
want to be present when the Senator from Utah 

Senator Warxrns. I want you to be present. 

Senator Carrot. I will be willing to defer my questioning so you 
can be present when I am questioning. 

Senator Watkins. I would certainly want you to be present. 

Senator Carroty. I want you to be present when I am questioning. 

Senator Kerauver. We will notify Senator Watkins when the com- 
mittee will meet this afternoon. 

Senator Warkins. Thank you. 

Senator Carron. Mr. Parry, do you deny the accuracy of the chief 
accountant of the Federal Power Commission ? 

Mr. Parry. As I read what is the result of those figures, it is an 
exercise in arithmetic based upon some assumptions. 

I assume that his arithmetic is correct. I heartily disagree with 
his basic assumptions, and I think they are erroneous. 

Senator Carrot, Assuming there will be a $30-million tax deferral 
for a period of 5 years, is it a sound assumption to assume that $6 mil- 
lion after the first year’s operation will be tax deferred ? 

Mr. Parry. If I ‘understand your question correctly, it is: Will our 
first year’s tax deferral be $6 million? We figure it will be about 
$5.4 million, Senator. 

Senator Carroty. Then you are not far off. 

Mr. Parry. No. 

Senator Carroiu. Let’s assume, then, if there is a tax deferral of 
about $30 million, and assuming, just for the sake of this discussion, 
it will approximate $5.5 million to $6 million, that is the assumption 
on which Mr. Rainwater based his estimate. 

Mr. Parry. He made a lot of other assumptions based on that. 

In my opinion, this is what will happen: Comes the day in - 
when we would pay Uncle Sam our income taxes which accrued. i 
1959, and that requires the assumption which I understand eee, 
some people, disagree with us on, that we will have completed both 
projects, we will have debt outstanding. 

If we do not pay that $5.4 million to the Federal Government, we 
will, as prudent businessmen, do simply one thing: go over and pay off 
that much of our debt. And there isn’t going to ‘be any mysterious 
investing in anything that is going to earn great amounts of money or 
anything more, simply, that we will have some cash to reduce the debt. 
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Senator Carrot. But you will be using the money which normally 
would go into the Treasury, will you not? 

Mr. Parry. Now then—— 

Senator Carrot. That is all Rainwater says in his estimate. 

Mr. Parry. I refuse to accept this assumption, Senator, that there 
is any vested right in the Federal Government to have any fixed 
amount of net taxes after income and depreciation on any given rate. 
I think taxation is a flexible thing. 

I have asked myself this: Suppose I get mad and say I am not going 
to do any work after the 1st of July, and I will have no further income 
for the balance of the year; therefore, I won’t pay any taxes on that 
much money that I would otherwiseearn. I cannot conceive that that 
is a cost to the Federal Government. 

I might have invested—— 

Senator Carroti. Mr. Parry and Mr. Roach, let’s see if we can get 
this clear now: Mr. Rainwater is the Chief Accountant of the Federal 
Power Commission, and has been there a long time, and Mr. Kuyken- 
dall was here, and they all have confidence in him. 

Do you gentlemen have full confidence in the officials of the Federal 
Power Commission ? 

Mr. Parry. Well, that is a pretty leading question, Mr. Senator, and 
I think we will make it precise that we have no confidence in the 
assumptions by which they came up with these astronomical figures. 

Senator Carroiu. Let me ask Mr. Roach, and you, too: These figures 
were assumed on the Federal Government having to borrow money 
over a 50-year period at 314 percent. 

Mr. Parry. Compounded. 

Senator Carrott, That is right, compounded. 

Mr. Parry. I never got—— 

Senator Carroty. Assuming that the Federal Government has to 
borrow money over 50 years, compounded at 314 percent, then I take 
it 7 do not argue with their figures. 

{r. Parry. I tried to make that clear. We do not quarrel with the 
aan That is just a question of somebody sitting down and 
adding. 

Mr. Cuumerts. For the record, Mr. Chairman, Secretary Seaton’s 
approach differs from Mr. Rainwater’s, and I think they used the 
same 50-year period and same interest rate, and Secretary Seaton 
still gets that $17 million. 

Senator Keravver. Mr. Seaton was saying what somebody had told 
him. He did not explain what formula he had followed. 

Mr. Cuumepris. But the memorandum that Secretary Seaton based 
it upon, of which we have a copy, and I assume you have a copy, goes 
to the exact calculations how they say that $17 million on $339 
million and fourteen-something million on the—I mean on the 34% 
percent. 

Senator Keravver. I have not seen any memorandum of Secretary 
Seaton. His statement says that he has been advised or he has 
information. 

Mr. Cuumpris. That was the point I stated last week, that they 
were going to submit some additional information. 


I had assumed that the majority had received a copy of the state- 
ment. 
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Senator Kerauver. We have not received it. I have not received it. 

I would like as soon as possible to recess until 2 o’clock. Senator 
Rarrell, do you want to finish up now? Can you be back with us 
at 2% 

Senator Carro.u. It depends upon the length of that debate on mu- 
tual security. We have almost $4 billion involved in that debate, and 
I would like to participate in it. 

On the other hand, I do not want to miss the opportunity of 
following through here. 

Senator Keravuver. Do you want to go through now ? 

Senator Carroty. I would like to put just a few more questions, if 
I might, because I think it deals with the nub of this whole ques- 
tion. Idaho Power has been through the courts and through the 
Commission, and it comes down to this financial situation, and that is, 
the benefits that go to this private utility, Mr. Roach 

Mr. Parry. May I say something there—— 

Senator Keravver. Mr. Parry, he is asking Mr. Roach. 

Mr. Parry. I beg your pardon. He was asking me last. 

Senator Keravuver. Senator Carroll, proceed with Mr. Roach. 

Senator Carrot. With this tax-free money, this interest-free 
money, I should have said. 

Assuming, just for the sake of this question, and I think you said 
on other occasions this is an exercise in arithmetic, but this is the 
purpose of Senator O’Mahoney’s question, I am sure, that when the 
tax money does not come into the Treasury and the Treasury itself 
has to go out and borrow money, it therefore is a loss to the taxpayer. 

Under two decisions in the Federal Power Commission, that money 
—about 5 or 6 million dollars a year—cannot be paid to dividend 
holders under their decision, this interest that Mr. Rainwater is talk- 
ing about, of $83 million. That is what hesays. This is borne out by 
investigations of the Denver Post, which is a Republican independent 
paper. The Post took the same figures to the University of Denver 
and they came up with this same thing—it shows a cost to the tax- 

ayers of $83 million. Over a long, 50-year period, the use of interest- 
ee money, according to the testimony in this record, is a benefit to 
the utility of $339 million. 

This is a computation: A loss to the taxpayer on the one side; a 
benefit to the Idaho Power Co. on the other. 

Assuming, just for the sake of this question, that the money cannot 
be distributed to the dividend holders, and it is reinvested and goes 
into earned surplus, therefore it reflects itself in the rate structure. 

It is my understanding, under the rules of the Federal Power Com- 
mission—I have the same situation in the State of Colorado—this 
interest-free money cannot be used for the benefit of the consumers. 
Therefore, it must be used for the benefit of the utility which is granted 
the interest-free money. 

Would you care to comment on that, Mr. Roach ? 

Mr. Roacu. I think that is not correct, Senator Carroll, if I may 
Say so. 

Senator Carrotu. This is the testimony of Mr. Kuykendall, the 
Chairman of the Federal Power Commission, who granted the license. 

Mr. Roacn. Please understand me; I am not quarreling with Mr. 
Kuykendall because I have not read his testimony, so I don’t want 
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anything I say here to be considered as quarreling with Mr. Kuyken- 
dall. 






Senator Carroiy. That is understandable. 
Mr. Roacu. I don’t know what he said. 
But under the Idaho Commission regulation, a copy of which IT am 

sure is in the record here, it says that any deferral of taxes must be 

set aside in an especially earmarked reserve account, and cannot be 

used for the payment of dividends. 

Senator Carroti. That is right, up to that point. 

Mr. Roacu. That the Idaho Commission letter says that if, as a 
result of the deferral, Idaho Power saves any interest on the cost of : 
otherwise borrowed money, that that saving in money cost will re- 
dound to the benefit of the customers. 

So there is only one individual who can profit by it, and that is the 
customer of Idaho Power. 

Senator Carroii. But the Federal Power Commission says they 
cannot do that. 

Mr. Roacu. Well, I do not know about that. 

Senator Carroxtu. That is in the decision. Your lawyer can inform 
you about that. That is in the decision, that they cannot do it. 

Mr. Roacu. I kind of have a hazy recollection, Senator Carroll, of 
an opinion in which they made the observation as to what the inten- 
tions of Congress were. 

Senator Carrotu. That is right. 

Mr. Roacu. I don’t believe the Federal Power Commission went 
so far as to say that the benefits must be withheld from the customer. 
He was talking about the intentions of Congress, as I recall it. 

But we are under the jurisdiction of the Idaho Public Utilities 
Commission, and that commission has clearly and definitely, by order, 
expressed itself; and it has in a letter to Senator Dworshak which 
came to my attention since I came back to Washington here, out- 
lined 

Senator Carrotx. Is it your contention when you get a license from 
the Federal Power Commission and you are distributing power 
through several States, you are not under their license and under the 
jurisdiction of the Federal Power Commission ruling? 

Mr. Roacn. Well, there is not an overlapping jurisdiction, Senator 
Carroll. We are under the jurisdiction of the Federal Power Com- 
mission and responsible to it with respect to the manner in which we 
fulfill the obligations of our license. 

We are under the jurisdiction of the Federal Power Commission 
completely with respect to issuance of securities. 

We are under the jurisdiction of the Federal Power Commission 
with respect to interstate transactions between our company and 
Utah Power & Light, for example, or between ourselves and Public 
Service of Colorado. 

But with respect to our own local activities so far as they concern 
our customers in Idaho, we are under the accounting jurisdiction of 
the Public Utilities Commission of Idaho. ' 

Senator Carrotx. I want you to understand, I do not agree with 
either of the decisions by the Federal Power Commission, but it seems 
to me they created a situation where this interest-free money, like 
yeast, begins to build and build and build. 
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If they cannot apply it to dividends, if they cannot apply it to the 
rate structure to help the consumer, then it builds the capital invest- 
ment and operates against the rate structure. Secondly, it enhances 
the value of the stock. Mr. Kuykendall said that the other morning 
in this hearing, if you will read his testimony. 

Mr. Roacu. Well, it doesn’t do it in our case, Senator. 

Senator Carroiu. I am glad to have your explanation of that. 

To come back to this last question again, which is the nub of this 
whole thing, this $83 million. 

Will you not give us your opinion, if there is that much money 
involved and the Government has to go out and borrow at 3 or 3% 
percent, that would not be a loss to the taxpayers of this Nation and 
a loss to the Treasury ? 

Mr. Roacu. Well, Senator, No. 1, as Mr. Parry has indicated, we 
do not disagree with the arithmetic that produced the $83 million 
figure. We disagree emphatically with the assumption of compound 
interest which produces that kind of an answer, because we i not 
thing that it makes any sense at all. 

I, as a practical businessman 

Senator Carrouu. I am talking now about costs to the taxpayer, not 
compound interest on benefits to you, but costs to the taxpayer. 


Mr. Roacu. I am talking about the same thing. You are talking 
about $83 million. 


Senator Carroxy, That is right. 

Mr. Roacu. That is a compound interest figure, and if I can visual- 
ize it at all, what is contemplated there is that the Federal Government 
goes out, which I do not think it does, it goes out and borrows money 
at 314 percent compound interest. 

I know of no instance where the Federal Government pays com- 
pound interest, that is, interest on interest, borrows interest to pay 
interest. It does not do it on Government bonds that I own 

Senator Carrot.. Just to help you a little bit here with this thing, 
and myself, too, and for the sake of the record, this is the testimony 
of a person not associated with the Hells Canyon power fight. This 
is the testimony in the record of Secretary of the Treasury Humphrey, 
who is no longer with us, who is looked upon as a great conservative, 
a great financier. 

He says: 








The revenue lag from certificates issued through 1956 probably exceeds $5 
billion during these early years, which will be recovered after 1960. But the 
interest cost to the Government— 


the interest costs— 
over the entire period of lag in tax collections— 
that is what this is, a lag in tax collections— 
will be roughly $3 billion. 

So it is this lag, this tax deferral which the Government invests in, 
which is computed to be the cost to us in your certificate of $83 million, 
and there is no compounding of interest in that, as I understand it. 


Mr. Roacu. I am sure there is no compounding in Secretary of the 
Treasury Humphrey’s figure. 


Senator Carroti. Nor in the Rainwater statement. 
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Mr. Roacu. Oh, yes, indeed. 

Mr. Parry. Yes, indeed. He said so himself. 

Senator Carroxu. Let’s put it this way: It is my impression that, 
based upon what the Treasury found in the $3 billion and what Rain- 
water did, they are identical in reaching that conclusion. 

Mr. Parry. No, they are not. 

Mr. Roacu. They are not. If you will permit me to take a minute, 
I will finish my thought. 

Senator Carrotu. Go right ahead, sir. 

Mr. Roacu. I will agree there is, if the Federal Government in fact 
has to go out and borrow the equivalent of the deferral each year and 
pay the going rate on that deferral, that there is an interest cost of 
whatever the going rate is. 

He has assumed 314 percent. I am willing, for the sake of dis- 
cussion, to accept the 314 percent figure. 

But as nearly as I can interpret the $83 million figure, the assump- 
tion he makes is that you compound the interest each year; in other 
words, in effect you do not pay the interest but you borrow it again, 
you keep on borrowing and borrowing and compounding at 314 per- 
cent, so that the net effect is that you wind up at the i of 50 years 
with the $27 million of deferred completely paid back, and yet the 
$83 million stands out as a cost to the Federal Government at the end 
of 50 years. 

And if you follow that line of reasoning, you might just as well take 
a iniale years or a thousand years and keep carrying it on, because 
he does not ever contemplate catching up with the interest on it. 

Senator Carrotu. I will be perfectly frank with you that I am 
basing my conclusions upon the testimony of these experts who have 
given us these figures. 

Mr. Roacu. But you have to go to their assumptions. 

Senator Carroiu. I have asked them about these assumptions, and, 
as I have said to you, it actually came to us entirely unsolicited, and, 
because at that time Mr. Rainwater was in here with Mr. Kuykendall, 
he made his observation, and then we tried to check. I will ask the 
staff. Do we have any further checking on this? 

Mr. Drxon. As to how he figured it, sir? 

Senator Carrouu. Yes. 

Mr. Drxon. It has been checked, and he did use compound figures, 
as I understand it. 

Senator Carroti. Does anybody know about that? 

Mr. Roacu. I think I can give it to you very quickly. 

Mr. Drxon. It has been checked, and that was the way he used it. 

Senator Carrotu. How has it been compared with what they did 
with the Treasury ? 

Mr. Buarr. What was the question? I was talking with your as- 
sistant. 

Senator Carroti. The question is, Secretary Humphrey’s statement 
was referring to the interest cost to the Government over the entire 
period of lag in tax collection, which would be, roughly, $3 billion. 

Mr. Buarr. We do not know the exact method by which that was 
calculated, but we believe that it incorporated the assumption of com- 
pounding the interest. 
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Senator Carroti. Suppose we have that checked for the record. 
Let’s find out how the Treasury did that, because we want to know 
what the basis was. 

Mr. Buair. I might say there is no statement that I know of by the 
Treasury as to the method they followed in arriving at the figure. 

Mr. Roacu. Senator Carroll, before I lose my line of thought, 
may I complete it? 

Senator Carroiu. Yes; go right ahead, Mr. Roach. 

Mr. Roacu. I think the simple-interest calculation carried out, as 
I think it was carried out there, using simple interest in lieu of com- 
pounding interest, would wind up at the end of 50 years with an 
interest cost of somewhere in the neighborhood of $16 million. I 
am going back to the $83 million now. The cost to the taxpayer. 
But, to raise the money, that $16 million, it is assumed that the Fed- 
eral Government would sell its securities, and certainly those securi- 
ties would be sold to income-tax payers who, in turn, would pay in- 
come tax on the 314 percent interest the Government paid them for 
the use of their money, and it would come back into the Treasury. 

Senator Carrott. Mr. Roach, if that were true, why would you 
take the tax writeoff under section 168? Why did you not take it 
under 167? You can do better under 167, and you would not have 
to have a certificate. 

Mr. Roacu. Senator, we are not talking about us. We are talking 
about the Federal Government. 

Senator Carroutu. I am talking about the Idaho Power Co. We 
are talking also about the loss of money. 

Mr. Roacu. I will come back to the other one. 

Senator Carrouu. I have a statement here of something you said 
at one time. This is one of these newspaper reports which you may 
not agree with, but it is written by a very reputable reporter in the 
New York Times. Itsays: 

“We may find”— 
quoting you— 


“We may find it will not be advantageous to us to use the accelerated tax 
amortization certificates,’ Mr. Roach asserted. “In the Revenue Act of 1954, 
Congress provided additional formulas for figuring depreciation. We may 
choose one of these under section 167 of the Revenue Code.” 

That is the one that abandons the straight-line depreciation, is it 
not? If what you say is true, if it is only going to cost $16 million, 
you would be better to go to 167 and not get yourself in all this trou- 

le. Is that not true? 

Mr. Roacu. Senator, I have been in trouble so long that trouble 
is nothing new to me. 

Senator Carroiu. I mean, Do you like it? Do you invite it? 

Mr. Roacu. No; I sure don’t. 

Senator Carro.u. In any event, let me say this: The figures that we 
received from Mr. Rainwater came unsolicited the very morning of the 
appearance of Mr. Kuykendall, of the very agency, the Federal Power 
Commission, which gave you the license, by this very agency which 
now says, in effect, it was a mistake to grant the license. Let me read 
you another report from the New York Times: 


Mr. Kuykendall observed that he was certain Idaho Power officials had read the 
briefs closely. He also said, “he conceded now that he had made a mistake”— 
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not in issuing the license ; I want to correct that— 
“he had made a mistake in saying that there would be no cost to the Government. 
He didn't know what another agency would do.” 

This is Kuykendall speaking. 

This is the sort of testimony we get before this committee and from 
the FPC accountant, saying this is what it will cost the taxpayers and 
cost the Government and, of course, not being experts in this, we take 
the advice of experts. 

We are glad to have your statement, and we will check with the 
Treasury. 

Mr. Drxon. Let me just make this observation, Senator: Because 
these figures that you are referring to were given here by an expert— 
they were unsolicited—I think it well that the staff, during the recess, 
contact Mr. Rainwater and have him here this afternoon, and let Mr. 
Rainwater explain why he used a compound-interest figure in arriving 
at this $8314 million figure total. 

Senator Carrot. I think that would be correct. 

Mr. Cuumpnrtis. In that connection, Senator Dirksen has already 
requested from the chairman, since the Treasury Department and 
Internal Revenue offer the best evidence on this question 
because the subject deals with taxes, that they are the officials who 
should bring in testimony on this particular point. I understand that 
a movement is going to be made to request, either through letter or 
having someone appear personally on that particular matter, because 
Mr. Roach says $16 million as to the $83 million, which is pretty close 
to Seaton’s $17 million. Seaton said $17 million. 

Senator Carrotu. I think, as I have suggested here, we should get 
Rainwater to come in, and what other informaiton we can get. Let’s 
explore this thing, because I certainly do not want to see Idaho Power 
Co. lose anything by not acting under 167. 

Mr. Cuumeris. [f I may make this observation: I asked Mr. Rain- 
water informally if, on this compounding figure, $83 million, he used 
compounding of interest, and I asked him, if it was straight 6 percent 
without compounding of interest, what it would be. He said it would 
be approximately one-half. 

Senator Carrotz. Did Senator Kefauver want to come back at 2 
o'clock ? 

Mr. Drxon. Senator Kefauver requested that I announce it was his 
wish that we recess until 2 o’clock. 

Mr. Roacu. May I complete a thought, so the record will not be 
incomplete ? 

Mr. Drxown. Is it in response to Senator Carroll ? 

Mr. Roacn. I did not finish my answer to Senator Carroll. 

Senator Carroiu. Go right ahead. 

Mr. Roacu. The point I wanted to make was that the gross calcu- 
lation on those assumptions, and simple interest over a 50-year period, 
would produce $16 million, against which, if you assume the purchas- 
ers of the Government debt at 314 percent are in the 50 percent 
bracket, would have the effect of returning $8 million in the form of 
taxable interest to the Federal Government, and reduce the $16 
million to $8 million. 

Now, as against that, as I pointed out earlier, in this same period 
Idaho Power would be contributing $300 million 
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Senator Carroty. I think you have testified to that, Mr. Roach. 

Mr. Roacu. In taxes, $200 million in local taxes, $ $50 million in 
flood-control benefits, and $5 million in navigation benefits, 

Senator Carrot. You will admit this: that a private utility, its 
profit being regulated, when you say you contribute taxes—and I 
think this was the purpose of the chairman’s question—whatever 
your costs are, you merely include in the rate base. Except for your 


profit, the consumers of the area pay for those taxes, or whatever the 
costs are. 


Mr. Roacu. I agree 
Senator Carrot. You are guaranteed a kind of a minimum profit. 
Mr. Roacu. No; we are not, “Senator. 

Senator Carrot. I say in a sense. 

Of course, you are in a monopoly, and you must have enough 
money to get along on, and that is why they regulate you, and that 
is why you are entitled to increase your 

Mr. Roacu. That is right, Senator. And may I add one thing: 
And that is the reason why, under the law, we are obligated to oper- 
ate under the lowest minimum costs; and obligated, as regulated pub- 
lic utilities, to exercise care that in taxes, in operating expenses, and 
cost of money, or anything else, we are not improvident and, as a 
result of our ‘improvidence, bring higher costs to our ratepayers. 

Senator Carron. That is why I am amazed at the two decisions of 
the Federal Power Commission using this interest-free loan as a 
windfall to the utilities. 

Mr. Roacn. But they don’t, Senator. 

Senator CARROLL. They do. and this is the testimony of Mr. Kuy- 
kendall. This is, he says, because he thought the intent of Congress 
was to give this, not to the customer, but to the utilities. That is in 
the rec ord. 


Mr. Roacu. Well, of course, I cannot talk to the record because I do 
not have the record. 


Senator Carro.u. I mean, it is in the court record, it is in the Com- 
mission record. 

Mr. Roacu. But I explained to you in detail, so far as the situation 
with Idaho Power is concerned, I am not qualified to talk on every 
State, but so far as Idaho Power, any benefits that accrue, accrue to 
our customers and not to the company. 

Senator Carrot. All right. I think that will be all. We will re- 
cess until 2 o’clock. 

(Whereupon, at 12:40 p. m., the subcommittee recessed, to recon- 
vene at 2 p. m., of the same day.) 








AFTERNOON SESSION 


Senator Keravuver. Suppose we get started. 

Whenever you want to ask your questions, let me know and I wiil 
yield to you, Senator Watkins. 

Senator Warkrns. Thank you, Mr. Chairman. 

Senator Keravver. You have already made explanations I think, 
Mr. Roach and Mr. Parry, about what you say you meant by the docu- 
mentation of the various statements that were made with reference 
to whether this was going to be any cost to the Federal Government 
or to the taxpayers from public funds. 
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Mr. Roach’s testimony with reference to “faint hope” of getting the 
rapid tax certificates and his other testimony in connection with it 
has been put in the record as an exhibit to the testimony of Mr. Kuy- 
kendall. 

Senator Carroll read the statement of Mr. Parry of July 7, 1953, 
transcript page 1234 of the Federal Power Commission : 

The applicant is here before you asking the privilege of constructing solely 
with its own money and without 1 cent of cost to the taxpayers of the United 
States a great multipurpose project. 

Then in the Idaho Power Co.’s opening brief to the Federal Power 
Commission November 5, 1954, to which Mr. Parry has referred, there 
is this statement that I believe has already been read into the record 
but we will do it again: 


It is difficult to conceive of a development which will more completely fulfill 
the definition of a comprehensive plan for the development of a waterway. 
When accompanied by the fact that this is accomplished by a taxpaying utility, 
without investment of public funds, then the correctness of the statement is even 
more apparent. 

That is at page 133 of the brief. 

Then at page 138 of the brief there is this: 

It (applicant’s project) will be privately financed, and will contribute large 
amounts of tax benefits, both to State and local taxing units, and to the Federal 
Government. 

That is at page 138. 


Then there is footnote 48 to which Mr. Parry referred which I think 
should be read also: 


Applicant’s financing studies have assumed entirely conventional financing and 
taxation under laws as existing in 1953, and give no consideration to possible 
accelerated tax amortization, or increased rates of depreciation for tax purposes. 
To the extent available to applicant, these would increase cash generation and 
to such extent reduce the amount of securities required to be issued. 

That is at transcript page 1535 of the brief. 

Then Senator Carroll, I believe, has also read the statement of Mr. 
Parry on May 6, 1955, before the Senate Interior and Insular Affairs 
Committee during the hearings on Hells Canyon bill, 8S. 1333, at page 
751: 


We have here a private company providing great flood control, navigation, and 
recreational benefits to the Nation, free of cost to the Nation, and without any 
request on the part of the company for contributions from the Federal Gov- 
ernment. 

Then in the brief filed with the United States Court of Appeals for 
the District Circuit on April 6, 1956, the Idaho Power Co. states—and 
I believe you filed that brief, Mr. Parry 

Mr. Parry. I filed all the briefs. I am responsible for them. 

Senator Keravver (continuing) : 


and the three-dam plan affords, without cost to the Government, large benefits 
in flood control, navigation and recreation 


That is at page 11 of the brief. 
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Then Mr. Parry, on March 8, 1957, told the Senate Interior and 


Insular Affairs Committee during hearings on S. 555 with respect to 
flood control : 


* * * The million acre-feet (of flood-control storage) which the Idaho Power 
Co., unique among utilities, is making available to the region and to taxpayers 
free of cost. I think it has never happened before in the history of the country. 

That is at page 263. Those are statements, some of which we 
referred to and others that have not been brought out, is that correct? 

Mr. Warxins. Mr. Chairman, may I ask if they have commented on 
each one of those quotes? 

Senator Keravuver. They have I think generally commented on all 
of them at various times. I wanted to get them in the record. 

Now the Federal Power Commission, Mr. Roach, at page 17 of its 
am, which Mr. Kuykendall brought up—and I assume that all 
of you gentlemen agree it was your intention to finance this with con- 
ventional financing when you filed the application and also at @ later 
time. 

There was no rapid tax amortization program in 1947, was there? 

Mr. Parry. The application for license—— 

Senator Kerauver. What I mean is, there was no rapid amortiza- 
tion law in 1947 when the application for the license was filed? 

Mr. Parry. That is when the preliminary permit was filed, Senator 
Kefauver, and I believe at the time—— 

Senator Kerauver. Yes, that is when the preliminary application 
was filed, and there was no rapid tax amortization law in effect at that 
time. 

Mr. Parry. The expansion goal No. 55 which established a goal of 
107 million kilowatts by December 31, 1954, came in on March 19, 
1952. 

Some of these license applications were filed after that date. 

Senator Krerauver. Yes, but when Mr. Roach testified, you pointed 
out on December 

Mr. Parry. Testified on direct examination in June of 1953. 

Senator Kerauver. Mr. Roach talked about the “faint hope” in De- 
cember 1953, at which time the goal had been suspended. 

Mr. Parry. Five days after the goal was suspended. 

Senator Krrauver. To get it in chronological order, the Federal 
Power Commission in its opinion at page 17 said—this is July 27, 
1955: 

However under existing law these public purposes will be realized without ex- 


pense to the United States to the extent that the projects are constructed by a 
non-Federal entity. 


Then in the next paragraph it said: 


Development by applicant of the Hells Canyon region of the Snake River would 
provide 1 million acre-feet of flood control storage and the required streamflow 
regulation and aid of navigation on the lower river at no cost to the United 
States. 

Mr. Parry, both in the court of appeals and in the Supreme Court 
there were statements that this project would be at no cost to the 
Government or to the taxpayers. You were familiar with those state- 
ments in the brief—you went over the brief, or Idaho Power Co. went 
over the brief, and you were familiar with the statements in the brief? 
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Mr. Parry. You are asking me? 
Senator Krravver. Yes. 

Mr. Parry. I read the briefs after they had been filed. There was 
no consultation as far as the preparation of briefs. 

Senator Kerauver: You did not disagree with the statements? 

Mr. Parry. As I stated this morning, and I would state it again, I 
understood all statements that were made by any counsel in any briefs, 
either before the Commission or the courts, about no cost to the Gov- 
renment referred solely to taking sums out of the Federal Treasury for 
construction purposes. 

That throughout the whole hearing it was made clear by the testi- 
mony of Mr. Roach, by the excerpts which you have just read from 
page 48 of the brief and from letters to the Commission and numerous 
other ways that our certificates were pending, and when the goal was 
suspended I think Mr. Roach very truthfully and properly said at 
that time his hope was faint. 

There was never any misunderstanding by anybody that whatever 
the taxes were, how ever the taxes were to be computed after the 
project was built by the company—why, the company officers would 
abide by the laws as they then stood. 

It was known by everybody that our certificates were constantly 
pending from August 1953 until finally granted. 

Senator Keravuver. Yes, and you stand by the statements about 
the project being built without one cent of cost to the taxpayers ? 

Mr. Parry. I certainly do, because I was referring to taking appro- 
priations out of the Treasury to build them. 

As I said this morning, the Idaho Power Co. is going to have to raise 
every dollar that goes into those plants before they are built. 

And what amount of tax deductions we may get in 1960 after they 
are built is still an unknown quantity, and we could refer to Senator 
O’Mahoney’s crystal-ball reference. 

I am sure that counsel for the Federal Power Commission, when 
they said “Without cost,” were referring solely to appropriations from 
the Treasury. 

Senator Kerauver. We will argue about whether this was without 
cost. 

Mr. Parry. I think that is a debatable word, Senator. 

Senator Kerauver. We will argue about that later on. 

I am trying to get the record cleared up as to certain documents in 
the record. 

Mr. Roach, is A. C. Inman a vice president of the Idaho Power Co. ? 

Mr. Roacu. He is, Senator. 

Senator Kreravuver. I have a letter dated September 9, 1955, to the 
ODM on Oxbow and Brownlee. If you identify it, I want to ask that 
it be printed in the record together with the reply of Mr. Wyckoff of 
ODM, which came from the files of ODM expressing strong hope that 
certificates of necessity will be issued for both projects prior to com- 
mencement of construction as defined in the application, and so forth. 
Will you identify Mr. Inman’s letter? 

Mr. Roacn. I am sure that is Mr. Inman’s letter, Senator Kefauver. 
Senator Kerauver. Let it be made a part of the record. 
(The document is as follows:) 
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IpAHO PoweER Co., 
Boise, Idaho, September 9, 1955. 
Re TA-—26407, Oxbow HED; TA-26500, Brownlee HED 
OFFICE OF DEFENSE MOBILIZATION, 
Production Area, Certification Division, Washington, D. C. 

GENTLEMEN : The above-mentioned necessity-certificate applications were filed 
with ODM, respectively, on August 6 and 21, 1953. It is our understanding that 
certificates could not be issued (the facilities involved being hydroelectric proj- 
ects within the licensing jurisdiction of the Federal Power Commission) until 
license for construction under the Federal Power Act had been issued by the 
Commission. Our applications have therefore been held in pending status since 
dates of filing. 

On August 8 we notified the Certification Branch of ODM of issuance of FPC 
license (project No. 1971) to the company on August 4, 1955, with, respect to both 
projects covered by the subject applications. 

Under the provisions of the FPC license (art. 28 thereof) the company is re- 
quired to commence construction of the Brownlee unit within 1 year, and to 
commence construction of the Oxbow unit within 4 years (of August 1, 1955). 

However, our present estimates of future load indicate that even with imme- 
date commencement of construction of Brownlee, practically its entire output will 
be required to serve the company’s load and emergency reserve by the time the 
plant can be completed (30-86 months). These load estimates did not include 
the matters referred to in the next following paragraph. 

On August 12, 1955, we were advised by the Atomic Energy Commission of the 
contemplated expansion of the power requirements at their reactor-testing sta- 
tion (near Arco, Idaho) from their present load of approximately only 8,800 
kilowatts to 18,000 kilowatts by September 1957, 38,000 kilowatts by June 1958, 
and 60,000—70,000 kilowatts by June 1959. 

At the present time, the AEC load is served jointly by applicant and Utah 
Power & Light Co. under a contract providing for increases in deliveries up to 
20,000 kilowatts. 

Due to the long delay in obtaining our FPC licenses for the Oxbow and Brown- 
lee projects, applicant entered into a contract with Utah Co. whereby a 100,000- 
kilowatt steam unit was installed by the Utah Co. at their Gadsby plant at Salt 
Lake City ahead of their normal construction schedule to serve our own imme- 
diate and pressing needs. Under this, contract power is available only on a 
short-term basis, and in decreasing amounts, until needed by Utah to serve their 
own load requirements. The contract expires finally on September 1, 1958. The 
100,000-kilowatt unit referred to was placed in regular service June 1, 1955, and 
already our takings from Utah have exceeded 108,000 kilowatts. Even with this 
additional capacity, the combined load of both companies have now reached the 
aggregate generating capacities, with no adequate reserve. 

Krom the foregoing and the exhibits attached hereto it will be apparent: 
Practically the entire capacity of Brownlee (360,400 kilowatts installed) will be 
committed by the time that plant can be completed, exclusive of the proposed 
AEC load of which we have just been advised (717-megawatt system capacity 
less 90-megawatt reserve). To provide for the incidence of AEC’s anticipated 
load of 9,200 additional kilowatts by September 1957, and up to 70,000 kilowatts 
by June 1959, Oxbow, in addition to Brownlee, must be commenced immediately. 
The Oxbow installation could be completed within from 15 to 18 months from 
starting date. Its installed capacity will be 151,000 kilowatts, of which, obvi- 
ously, approximately one-half will be required to serve the AEC additional load 
alone. As pointed out above, neither Utah nor Idaho has excess capacity on its 
system (or on the integrated combined system), and Oxbow is the only installa- 
tion that can be completed in time to serve AEC’s anticipated requirements 
together with the company’s anticipated load. 

The overall situation in the Pacific Northwest offers no solution, and in the 
event of low-water conditions on the main Columbia system may even further 
complicate our own area-load-supply problem. On the other hand, immediate 
construction of Oxbow (concurrently with Brownlee) may well serve to supply 
badly needed power to systems farther west. In this connection, it is also 
pointed out that there is substantial diversity between the flows of the Snake 
and Columbia Rivers, the Snake being generally high at the time of minimum 
flow on the Columbia. Consequently, any surpluses on our system will normally 
occur when they are most needed to supply the Northwest load. Idaho Power 
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is already a part of, and coordinated in operation with, the Northwest power 
pool. Included in our Oxbow application (TA-26407) is a 230-kilovolt trans- 
mission line to be constructed between Baker and La Grande, Oreg., which will 
result in our system being interconnected for fully integrated operation with 
the Federal system in Oregon-Washington. Inasmuch as the general need for 
this additional tie between the east and west groups of the Northwest power pool 
is pressing (as pointed out in FPC Report P-28, November 1954), we have begun 
construction of this portion of the facilities covered by the Oxbow application. 

In view of all of the above, it is our conclusion that in spite of the leeway 
allowed in the FPC license for commencement of Oxbow construction, that plant 
(in addition to Brownlee) must be started as soon as possible, if AEC require- 
ments, as outlined above, are to be met. It is our earnest hope that certificates 
of necessity will be issued for both projects prior to commencement of construc- 
tion as defined in the application regulations. If this should not become the 
ease, however, it is our understanding of ODM regulation 1, that start of con- 
struction after filing of application, but preceding issuance of necessity certificate, 
will not jeopardize our entitlement to accelerated amortization benefit. If this 
interpretation is not correct, we will appreciate your prompt advice. 

Yours very truly, 
A. C. Inman, Vice President. 


SEPTEMBER 15, 1955. 
IDAHO PowER Co., 


Boise, Idaho. 
(Attention of Mr. A. C. Inman, vice president.) 


GENTLEMEN : This is with reference to the last paragraph of your letter of 
September 9, 1955, regarding commencement of construction for facilities in- 
cluded in necessity-certificate applications TA—26407 and TA-—26500. 

Construction, reconstruction, erection, or installation of a facility may com- 
mence upon filing the application with the Office of Defense Mobilization without 
jeopardizing the applicant’s eligibility for a necessity certificate. 

Very truly yours, 
J. B. Wyckorr,’ 
Chief, Certification Branch, Finance Division. 


Senator Keravuver. Also a letter of January 16, 1956, to Mr. English. 
This is a copy of the letter. I take it that is also Mr. Inman’s letter? 

Mr. Roacu. Yes; Iam sure that is his letter, too, Senator. 

(The document is as follows :) 


IDAHO POWER Co., 
Boise, Idaho, January 16, 1956. 
Re TA-26500—Brownlee HED. 
Mr. GrorGE ENGLISH, 


Office of Assistant Secretary for Water and Power Development, 
Department of the Interior, Washington, D. O. 


Dear Sir: Reference is made to the above-numbered necessity certificate appli- 
eation, filed on August 21, 1953. In view of the fact that no action has been 
taken on our application, we deem it appropriate to review certain recent facts 
concerning the Brownlee development, as we believe that on the record before 
~~ we have fulfilled all qualifications necessary to entitle the project to certifica- 

on. 

We respectfully advise that construction of the Brownlee project commence 
November 10, 1955. Also, that the 230-kilovolt transmission line between Baker 
and LaGrande, Oreg. (which, although included in our Oxbow certificate appli- 
cation, TA-26407, is a necessary component of the Brownlee development) is 
now completed and will be ready for operation upon tie-in with the Bonneville 
Power Administration’s facilities at LaGrande, scheduled for April 1956. Be- 
cause of the pressing need for this additional transmission tie between the east 
and west groups of the Northwest power pool (see FPC Rept. P—28, November 
1954), as well as to interconnect the Brownlee development with the Northwest 
system, every effort has been made to have the line ready for operation by this 
coming spring, and this is now assured. Final estimated cost of this line and 
related facilities alone is $1,850,000. 

This coming summer work will be started to extend the LaGrande-Baker line 
on to Brownlee and thence to Boise, thus completing the tie of the Brownlee plant 
into our system and the Northwest power pool. 
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Federal Power Commission license for project No. 1971 (including both Brown- 
lee and Oxbow) issued August 4, 1955. The license order required the company 
to submit general design plans for Commission approval before commencing 
construction. Plans for both developments were filed September 12, 1955. Fol- 
lowing approval by the Secretary of the Army and the Chief of Engineers, the 
Federal Power Commission approved the drawings on November 3. 

On November 9, 1955, the company entered into a construction contract with 
Morrison-Knudson Co., Inc., covering both projects, and preliminary construc- 
tion work for Brownlee began the following day, November 10, 1955. 

In spite of the worst weather and ground conditions that have been experi- 
enced in the area for many years, work has progressed continuously and rapidly. 
At the present time the contractor has approximately 400 men at work (working 
two 8-hour daily shifts), and advised that construction equipment already on 
the job aggregates $1,700,000; also that construction materials on order by the 
contractor (lumber, steel, cement, etc.) exceed $420,000. Work nearing com- 
pletion or well underway includes access and project roads; camp, office, and 
construction buildings; Brownlee (Snake River) Bridge, estimated cost $200,- 
000; upstream cofferdam; upstream and downstream diversion tunnel portal 
excavation (40 percent completed). Contract cost to the company for work done 
to date exceeds half a million dollars. 

Turbines, generators, and major plant electrical equipment have been ordered 
by the company, the latter equipment including station switchboards, load cen- 
ters, power transformers, air-break switches, oil-circuit breakers, and station 
motors. All contract delivery dates for equipment are coordinated ahead of the 
eonstruction schedule, which includes the following: 

Completion construction camp, February 1956; houses and shops, April 1956. 
Concrete aggregate plant and concrete plant, May 1956. Upstream diversion tun- 
nel portal excavation completed February 1956; downstream, March 1956; tunnel 
excavation, June 1956. Dam abutment excavation, June 1956. River diversion, 
July 1956. Penstock tunnel excavation, August 1956. Dam excavation, August 
1956. Spillway excavation, February 1957. Powerhouse excavation, February 
1957. 

Concrete: Low-level drawdown, begin March 1957: spillway, March 1957; 
powerhouse substruction, March 1957; intake structure, March 1957. Storage 
begins March 1958. 

Generating units on line, No. 1, May 1958; No. 2, July 1958; No. 3, September 
1958 ; No. 4, November 1958. 

You will note slight changes in the months in which the first three units are 
scheduled for service. This is as the result of studies just completed by the 
company, the contractor and International Engineering Co., Inc. (which is doing 
the engineering for the project), relating to the dovetailing of all parts of the 
construction work in the most efficient and economical manner. There is no 
change in the in-service date for the completed project, in November 1958. 

You will also note, above, that approximately 60 days were required before 
Army and FPC approval of plans was obtained, which was somewhat longer 
than we had anticipated. Because of the urgency of getting the Brownlee 
project underway pursuant to the FPC license requirement (following ap- 
proval of plans, which was not received until November), our engineering de- 
partment and the contractor have been concentrating on that project, in 
order to expedite the work and, if possible, to step up the unit in-service dates 
referred to above. 

We believe that the foregoing, together with data previously furnished, 
should provide you with all necessary information concerning our application 
for certification of the Brownlee project. 

In view of the fact that the application has now been pending for some 17 
months, and of continuing press notices of issuance of certificates for numerous 
hydroelectric installations, frequently before construction has begun or projects 
eosts incurred, and in some instances even before FPC license has been ob- 
tained, we trust that application TA-26500 may receive your favorable con- 
sideration without further delay. 

Very truly yours, 





Mathai , Vice President. 
Senator Kerauver. This letter, I may explain, is to Mr. English 
of the Department of the Interior who was handling certain phases of 
rapid tax amortization for electric utilities. The last paragraph of 
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the letter is an appeal by Mr. Inman, or a request that this certificate 
for rapid tax amortization be granted. 

So, Mr. Roach, while you may have had just a faint hope in De- 
cember 1953, you did later on actively pursue the granting of the 
rapid tax amortization certificates; is that so? 

r. Roacu. Senator Kefauver, in answering that question may I 
repeat what I said this morning, that the expression “faint hope” 
cannot be separated from both the time and the context of my testi- 
mony, and to do otherwise would place an improper connotation on 
what was said and what was intended. 

I did make that statement, Senator, but in the circumstance that 
the goal was being temporarily suspended and that the then goal 
in existence required completion of the projects for eligibility prior 
to the time that it appeared to me that it would be possible to 
build them because of the announced intention of the National Hells 
Canyon Association to appeal any license order of the Federal Power 
Commission to the highest court in the land. 

Senator Keravuver. I was just asking a yuestion that while you 
had a faint hope in December 1953, you thereafter have actively 
pursued—both you, your company and through Ebasco—the effort 
to secure these rapid tax writeoftfs. 

Mr. Roacu. We did, Senator, following the reopening of the goal 
in April, April 15 of 1955. 

Senator Keravuver. You realized of course that this was a benefit to 
the company and would help you in the financing of this project, 
Mr. Roach? 

Mr. Roacu. That is right; we did. 

Senator Kerauver. Ebasco gave you certain information and 
pointed out to you that it would certainly facilitate the financing if 
you received these rapid tax writeoffs; isn’t that correct? 

Mr. Roacn. Ebasco pointed that out to me, Senator? 

Senator Kerauver. Yes. 

Mr. Roacu. If they did I don’t recall it. They may have. 

Senator Kerauver. I hand you a photostatic copy of a letter dated 
May 21, 1952, addressed to you from Ebasco, and ask you if that is not 
a letter that you received. That was taken from Ebasco’s files. 

Mr. Roacu. Yes; I have—it is not signed by anybody. It is not 
identified as an Ebasco letter, Senator, but it is a letter addressed to 
me and there are no identifying marks other than my name and ad- 
dress on there. 

Senator Kerauver. Isn’t that written by Mr. J. L. Scheinis, the 
manager of the finance department of Ebasco ¢ 

Mr. Roacn. I can tell you all about that letter, Senator, if I may. 

Senator Keravuver. The only part I wanted to call your attention 
to was on page 1, when saying you might be going to have some diffi- 
culty in financing and so forth and so on, it then went on: 

We believe, however, that under the circumstances the financing problem 
would not be insurmountable and that the required funds could be raised. 

This would be especially so if certificates of necessity were to be obtained 


permitting the rapid amortization of a percentage of the construction costs for 
income purposes. 

To illustrate, assuming 65-percent certification, a 52-percent tax rate and a 
normal depreciation rate of 2 percent, the reduction in income taxes due to 
rapid amortization as compared with normal depreciation would be $9,675,000 
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per year during the first 5 years, or a total of $48,369,000, and during the remain- 
ing 45 years income taxes would be increased by only $1,047,000 annually. 

The reduction in income taxes during the first 5 years would permit the use 
of equivalent cash to retire debt and would thereby facilitate the financing. 


Let the entire letter be printed in the record. 
(The letter referred to is as follows:) 
May 21, 1952. 
Mr. T. B. Roaca, 
President, Idaho Power Co., 
Boise, Idaho. 


Dear Mr. Roacu: This letter is written in response to your inquiry as te 
whether in our opinion, Idaho Power Co. could finance, at reasonable costs,. 
the construction of 5 low-head hydroelectric projects having a total estimated 
cost, including related transmission facilities, of some $159 million. 

If the projects are constructed over a period of about 10 years as necessitated! 
by load-growth experience, we have no doubt as to your company’s ability to 
accomplish the necessary financing, in view of the present conservative capital 
structure and the investment quality of your company’s outstanding securities. 
At December 31, 1951, your company’s capitalization consisted of 56.1 percent 
bonds, 16.7 percent preferred stock, and 27.2 percent common stock and surplus. 
The investment quality of the securities is evidenced by the facts that the bonds 
held by the public are rate AA, the preferred stock is currently selling at a yield 
basis of about 4.1 percent, and the common stock is currently selling at about 12.2 
times earning or on a yield basis of 4.74 percent at the current indicated dividend 
rate. 

We understand that if the national-defense program created a need for the 
power, all of the projects might be constructed by Idaho Power Co. over a period 
of 3 years, with output in excess of the company’s requirements being sold under 
contract on a firm basis at fully compensatory rates to other users in the 
adjacent territory. Under such circumstances, the problem of financing would 
undoubtedly be more difficult, because the total amount required, over a rela- 
tively short period, is very large in relation to your company’s present total 
capitalization. We believe, however, that under the assumed circumstances 
the financing problem would not be insurrmountable, and that the required 
funds could be raised. This would be especially so if certificates of necessity 
were to be obtained, permitting the rapid amortization of a percentage of the 
construction costs for income-tax purposes. To illustrate, assuming 65 percent 
certification, a 52-percent tax rate, and a normal depreciation rate of 2 percent, 
the reduction in income taxes due to rapid amortization as compared with normal 
depreciation would be $9,673,560 per year during the first 5 years, or a total of 
$48,367,800 and during the remaining 45 years income taxes would be increased 
by $1,074,840 annually. The reduction in income taxes during the first 5 years 
would permit the use of equivalent cash to retire debt, and would thereby 
facilitate the financing. 

It has been suggested that a subsidiary company might be formed to construct 
and operate the generating facilities, with Idaho Power Co. contracting to 
buy the entire output at rates which would cover all operating expenses of the 
generating company as well as interest and amortization on the generating 
company’s debt. Idaho Power Co., in turn, would presumably contract to sell 
to other users in the adjacent territory the output which is in excess of its own 
requirements. Under such an arrangement, it would be possible to raise a 
greater proportion of the required funds through debt securities. This method 
of financing has been used in some other cases of which the following are 
examples: 

Electric Energy, Inc., was formed by 5 sponsor companies to construct and 
operate a steam-generating station of some 650,000-kilowatt capability at Joppa, 
Iil., to serve the Atomic Energy Commission project at Paducah, Ky. The neces- 
sary capital is being raised by the sale of up to $100 million of 3 percent first 
mortgage sinking fund bonds to 2 insurance companies, and the sale of $3,- 
500,000 of capital stock to the sponsor companies. The power contract with the 
AEC is pledged under the mortgage, and the bonds are to be retired over a 
25-year period by equal semiannual payments covering principal and interest. 

South Carolina Generating Co., a subsidiary of South Carolina Electric & 
Gas Co., has been formed to construct and operate a steam-generating station 
with an initial capability of 150,000 kilowatts near Beech Island, S. C. The 
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output is to be sold 50 percent to Georgia Power Co. and 50 percent to South 
Carolina Electric & Gas Co., which in turn, intends to sell 30,000 kilowatts to 
E. I. du Pont de Nemours & Co., as agent for the Atomic Energy Commission. 
The financing arrangements consist of 75 percent in 3%-percent first-mortgage 
bonds due in 1979 to be sold to 2 insurance companies, 15 percent in 4-percent notes 
due in 1964 to be sold to an insurance company and a bank, and 10 percent in 
equity to be provided by South Carolina Electric & Gas Co. The rates provided by 
the generating company’s power contracts with Georgia Power Co., and South 
Carolina Electric & Gas Co. are calculated to service the bonds and notes and 
to provide a reasonable return on the equity capital. 

In approving the Electric Energy, Inc., financing, the SEC noted that it de- 
parted to a considerable degree from standards which the Commission had con- 
sistently applied to the financing of public-utility companies. The Commission 
indicated that its approval was due, in part, to the “unique” character of the 
situation, particularly in relation to the contract between Electric Energy, Inc., 
and the Atomic Energy Commission. The South Carolina Generating financing 
did not require SEC approvel under the Holding Company Act. 

In the case of Idaho Power Co., there are also certain legal and regulatory 
problems involved in the financing method whereby a generating company 
subsidiary is formed and capitalized with a high percentage of debt, such debt 
to be amortized with proceeds from sale of power. If these problems could 
be resolved, and the necessary Commission approvals obtained, we believe the 
required funds could be raised in this manner without difficulty. 

Yours very truly, 





Idaho 
Normal depreciation $159,000,000, at 2 percent__.__.__..___.__________ $3, 180, 000 
Accelerated : 
$159,000,000 X65 percentx20 percent.__-..--..--.__-___-_-__- 20, 670, 000 
$159,000,000 X35 percent x2 percent__-_-_-.--_-__-_-_--_-___. 1, 113, 000 
Nee ns cceusinlenninaieerioarmee 21, 783, 000 
es chisheishiemchigibisiumcie-tcieeohvlirteinivlien 18, 603, 000 
cath tactile hilipshitiennsiaaishihith eniionineia vimnenpent 9, 673, 560 
RE se a wi a a a en aa I yn age 48, 367, 800 
After first 5 years: 
i stints mtv eianiiniesh wens 3, 180, 000 
ii ali callin thtada tated inituke cto tilep~itiian ininintesse 1, 113, 000 
a ae Tk te Rael cine ed nen tb anki ene 2, 067, 000 
I cies bata acetate Slices chit as seeded le revo anit nioatsipccsiaftian tedince 1, 074, 840 
Fe I i cctirceclictah then ath na aime mn mn nm eet 48, 367, 800 


Senator Warxrns. Mr. Chairman, would you permit him to explain 
the letter? If you don’t ask it, I shall ask it. 

Senator Keravver. It is not his letter. It isa letter from the head 
of the finance division of Ebasco to Mr. Roach. 

If you have anything to say about the letter, say it, Mr. Roach. 

Senator Watkins. I want to know the whole transaction around 
this. If we are going into it at all, let’s find out what it is all about. 

Senator Kerauver. My thought was that the letter speaks for itself 
but if Mr. Roach has anything he wants to add to it, he may do so now. 

Mr. Roacu. Senator, snanifeetly I did not take the time. This letter 


is dated 1952, that is over 5 years ago. 

T have not taken the time or imposed upon the time of the committee 
to read it in detail. 

But prior to our Federal Power Commission hearing when I was 
endeavoring to prepare myself in planning our financial program to 
carry through these projects and to prepare myself for the testimony 
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that I was going to give before the Federal Power Commission in the 
hearing, I sought counsel and advice from the financial department 
of Ebasco services from the Blythe & Co. in New York, from Kidder 
& Peabody, investment bankers, from the Bankers Trust Co., from 
Guaranty Trust Co. 

I talked to a number of major life-insurance companies who might 
be expected to be purchasers of the securities, bonds, and other securi- 
ties of Idaho Power in the event they received a license and went 
through with these projects, and this inquiry and the answer was in 

art my preparation for testimony so that I would be able, with intel- 
ani and with accuracy, be able to defend the program of financing 
and to prove to the satisfaction of the Federal Power Commission 
that there were means by which the project could be proved financially 
feasible under the test applied by the Federal Power Commission. 

Senator Keravuver. The only purpose of showing you that letter 
was to show, as you have said, that you had knowledge that this tax 
certificate would be valuable and beneficial to you in the financing 
of your company 

Mr. Roacn. Senator, I said that in my testimony to the Federal 
Power Commission that is on file here, so it is no different from that. 

Senator Keravuver. That is just the advice that Ebasco gave you? 

Mr. Roacu. Ebasco was one of about a dozen organizations, Sena- 
tor, from whom I sought advice. 

Senator Krravuver. Mr. Roach, Idaho Power Co. in connection with 
Hells Canyon had an advertising program for newspapers and maga- 
zines. Is that one of your advertisements? 

Mr. Roacn. Senator, this is a printed piece. 

Now whether it is a copy of an ad or merely a printed piece for 
distribution I can’t answer you, but it is an Idaho Power Co. document. 

Senator Krrauver. Show it to Senator Watkins and let’s make it 
a part of the record. It is signed by the Idaho Power Co. 

Mr. Roacu. It has Idaho’s printed signature on there. 

(The document is as follows:) 


THE HELLS CANYON ISSUE IN SIMPLE TERMS 


The controversy surrounding the proposed development of the Hells Canyon 
stretch of the Snake River can be reduced to this simple proposition : 

“Which plan of development is most beneficial to the people of the area and 
of the Nation?” 


All other considerations are subsidiary. The final determination will be made 
on this basis. 

In fact, the Congress has given to the Federal Power Commission the specific 
responsibility of determining which resource development plan is best in the 
public interest, not only in this case but for all other hydroelectric projects in 
the United States for which licenses are granted. 

It is easy to define the issue, but difficult to determine what is truly best in 
the public interest when emotional appeals are made which conflict with facts of 
engineering and economics. Extensive hearings of technical testimony must be 
conducted, witnesses must qualify as to competence, testimony must be given 
under oath, and cross-examination permitted. Ultimately the truth will be 
established. 

This process is now taking place in the formal hearings before the Federal 
Power Commission in Washington, D. C. Public confusion has been created by 
the widely disseminated claims and opinions of public-power supporters who 
oppose development by private enterprise. Their claims, as well as those of 
Idaho Power Co., are being tested in this hearing by the agency authorized by 


Congress to decide which of conflicting programs best meets the test of compre- 
hensive development. 
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A summary of the program which Idaho Power Co. has presented to the Fed- 
eral Power Commission and supported by sworn testimony appears below. We 
think the public is entitled to know the company’s position and the findings of 
its engineers. 

We sincerely believe the company’s proposed program meets the test of being 
“most beneficial to the people of the area and of the Nation.” 


IDAHO POWER’S PROGRAM IN SUMMARY 


The company’s program will— 

(1) Fully develop the Hells Canyon stretch of the Snake River at a far 
lower construction cost and at a far lower cost of producing power than 
any other plan. 

(2) Produce approximately the same amount of power “at site” and 
downstream as the proposed single Federal dam. Any small difference in 
output which might for a relatively short period and under certain tempo- 
rary conditions favor the single dam would be prohibitively expensive. 

(8) Make possible the production of over 40 billion kilowatt-hours—the 
output of Bonneville Dam for approximately 10 years—prior to the time a 
single high dam could be completed. 

(4) Provide 1 million acre-feet of storage—the maximum dependable 
amount afforded at the site after taking into account the future upstream 
irrigation development and resulting depletion of water available for power- 
storage purposes. 

(5) Fully provide the release of water required by the United States Army 
Corps of Engineers for navigation purposes. 

(6) Adequately meet the test of flood-control needs. 

(7) Create a superior recreational area. 

(8) Fully protect irrigation water rights of present and future agricul- 
tural development upstream. (There is no irrigation to be served from a 
reservoir at this site under any plan.) 

(9) Provide large blocks of low-cost power rapidly to serve the needs of 
Snake River Valley and of the Pacific Northwest through interconnection 
with the Northwest power pool. 

(10) Be productive of $10 million annually in tax revenues for Federal, 
State, and local taxing units in addition to the tax revenues created by users 
of the power—all without cost to taxpayers. 


Senator Krravuver. How many of those ads do you think you put 
out, Mr. Roach ? 

Mr. Roacn. Senator Kefauver, I don’t have the slightest idea how 
many were put out. During the course of the discussions on Hells 
Canyon, we put out a number of bulletins, we put out a number of 
booklets, and they were distributed some of them to our employees 
and some of them throughout our service area. ‘ 

I could not hazard a guess as to how many we might have put out. 

Senator Kerauver. I have seen a number of them too and they are 
along this line. The pertinent part that I wanted particularly to call 


a to is the summary, the 10th part saying the program 
would— 


be productive of $10 million annually in tax revenue to Federal, State and local 
taxing units in addition to the tax revenues created by users of the power, all 
without cost to taxpayers. 


Is that the general purport of your various advertisements ? 
Mr. Roacu. We have consistently used that expression, Senator, as 
Mr. Parry has explained to you. 


Senator Kerauver. On the assumption that you don’t feel this is 
a cost to the taxpayer ? 
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Mr. Roacu. Yes; in the terms that Mr. Parry described, that it was 
a contribution from the Federal Treasury, a subsidy or any cash 
contribution toward the construction of the projects. 

Senator Kerauver. Ebasco, your agent, also had an advertising 
program on your behalf, did they, Mr. Roach ? 

Mr. Roacu. No; I don’t believe so, Senator. 

Senator Krravver. Will you examine the Ebasco advertisement 
and the letter to you? 

Mr. Roacn. I think what this is, Senator, is an ad of the Ebasco 
Services, Inc., which was one of a series that were being run at that 
time telling about companies for which they had done work or were 
doing work? 

I think there was no campaign on behalf of or no program, no con- 
tinuous program on behalf of Idaho Power. 

I think this happens to be one of a long series of ads, the particular 
one of which happened to be Idaho Power, but I am sure to the best 
of my recollection there was no other ad than that one. 

Senator Keravuver. It is something you paid Ebasco to do? 

Mr. Roacw. We did not sir. 

Senator Keravver. Anyway, so that we can all know what it is, 
it is a photostat of an ad and it is accompanied by a letter from Bill 
McInnis, department manager, to Mr. Roach, of February 19, 1954. 

Mr. Roacu. Is that addressed to me, Senator ? 

Senator Krrauver. Yes; it seems to be addressed to Mr. T. E. 
Roach, airmail, so we will ‘make that an exhibit to the testimony. 

(The letter referred to is as follows: ) 


FresrRuary 19, 1954. 
Mr. T. E. Roacnu, 


Idaho Power Co., Boise, Idaho. 


Dear Tom: Enclosed herewith is a copy of the Ebasco advertisement which we 
have discussed, showing the text, with the changes which Mr. G. L. Stanton 
authorized in his letter to me of February 10. You will note that we have 
used the $100 million figure. It will be more impressive than the figure 
we previously used showing the contribution that Idaho Power Co. has made 
to the economy of the Snake River Valley. 

I am sure that you will approve of the use of this larger figure for Mr. Stanton 
indicated in his letter that it is the one you have used in publicity items. Please 
let us know as soon as possible if the revised text is satisfactory to you. 

Hal Slocomb, who handles our advertising, is writing to Mr. Stanton to get 
answers to a few technical questions which they can straighten out easily by 
direct correspondence. 

As we agreed over the telephone, I think this is a particularly good adver- 
tisement both from the standpoint of Idaho and Ebasco. We are glad that 
we can engage in this joint effort. 

‘ — looking forward to having a chat with you the next time you come to New 
or 

With kindest personal regards, 

Sincerely, 


BILL, Department Manager. 
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Senator Keravuver. Mr. Roach, there has been some testimony about 


Mr. Kuykendall and I find on page 730 what Mr. Kuykendall stated 
his understanding was. 


Senator Krerauver. This was based upon the testimony of the president of 
the company before you, wasn’t it? 

Mr. KuyYKENDALL. Yes, the president of the company said he had faint hope 
of ever getting it and we did not think he would and we did not consider the 
feasibility of the project on the basis of the company having accelerated 
amortization. I will concede now in the light of what has happened since that 
it can be said that we made a misstatement there, but what we were saying 


was that there would be no Federal expenses through appropriations to build this 
structure. 


Another agency has done something that we did not know it was going to 
do and did not expect it to do. 

Mr. Kuykendall has stricken out “tax revenue” and also “was 
going.” 

Is that what he was telling you, Mr. Parry, that he had struck 
out ? 

Mr. Parry. I have no knowledge of what he struck out. 

Senator Keravver. I thought you said this morning that Mr, Kuy- 
kendall had changed his testimony. 

Mr. Parry. Is that over on pages 845 and 846? 

Senator, he made these two statements, responding I believe to a 
question by yourself. 

He said: 


Well, I would say this, Mr. Chairman. I think I can understand how Idaho 
Power Co. could make an argument that the two things they were doing were 
not inconsistent in the least. We are here to give you the facts. The facts 
are that we knew nothing about the possibility of being granted an accelerated 
amortization. We did not anticipate or expect they would nor did we make our 
decision on it. I think it is for this committee to judge that course of conduct. 


Then in answer to another question from yourself, there is a little 
in between. 


You should be interested in the good faith of people who are making repre- 
sentations to the Federal Power Commission. 

Mr. KUYKENDALL. Well, the language we used is certainly broad enough to 
encompass this. 

This is the thing I emphasize: 


Of course what we are really talking about is that there would have to be 
no appropriation from the Federal Government for these projects to be built. 
As I say, we had just completely out of mind the matter of accelerated amortiza- 
tion and did not expect any to be granted and based no decision on the thought 


it would be. 

I used that this morning in emphasizing that all the way through I 
think we have been in good faith and consistent in saying that when 
we talk about no cost, we were talking about no appropriation from 
the Treasury. 

If at any given time changgs in the tax law change the amount of 
taxes we pay, that was not within the meaning of the language that 
we were using. 

Senator Krrauver. Of course Mr. Kuykendall’s testimony is here 
and it speaks for itself. 

Mr. Parry. Yes. 

Senator Keravver. He points out that he did not contemplate any 
rapid tax amortization. It was not a part of your plan or program. 
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They did not think it was going to happen and he does say in his 
testimony that was a matter they would have given great considera- 
tion to had it been brought out; but I thought you said he had changed 
his testimony in some respects. 

Senator Watkins. May I inquire of the Senator what he has in 
mind when he said they would give great consideration to that if 
they had already based their judgment on financing without any of 
that kind of help? 

It would have made the case all the better for Idaho Power, 
wouldn’t it, if they had that sort of an arrangement ? 

Senator Keravuver. Except that representations had been made to 
them that it would be done with conventional financing, and in the 
pouers that were filed they were all based on conventional financing. 

hat also appears in the opinion as one of the factors which Mr. 
Kuykendall and the Commission took into consideration in granting 
the license, and if it had been the other way around, it is a matter that 
they would have given greater consideration to. 

Senator Warxrns. As I understand it, what they have to do is find 
out whether the project is financially feasible, whether the applicant 
has the ability to carry out the provisions of the license if he is given 
a license, and if they can establish it on conventional financing without 
any tax relief whatsoever or rapid depreciation, then it would make 
the case for their ability to do the job even stronger. 

Senator Kerauver. Of course, part of the case, the set of facts 
that the Federal Power Commission based its opinion upon, was that 
this would be without cost to the United States Government. 

Senato. Warxrns. I think it can probably be established that that 
was sound and is still sound and is still a fact. 

Senator Kerauver. At any rate that was a part of their judgment. 

Mr. Parry. We kept it clear all the way through that we had our 
application for these certificates pending and it was never hidden 
from anyone and repeatedly called to their attention as I mentioned 
this morning. 

Senator Krerauver. Yes; that is right. 

Mr. Roach said there was only a faint hope, but the testimony 
shows that later on there was an active effort to get the tax 

Senator Warxrns. Wasn’t that, Mr. Chairman, because of the fact 
that the goal had been increased ? 

At the time you said there was a faint hope there. 

Mr. Roacn. It had been suspended. 

Senator Warkrns. It had been suspended. Later on the goal was 
increased so there was a possibility. 

Senator Kerauver. Whatever the reason, Mr. Kuykendall had this 
further to say on page 720: 

The Commission, and I am sure that this is true of all five members, gave 
no consideration whatsoever to the possibility of a tax writeoff. We assumed 
and thought that there would be conventional financing in every respect. On 
that basis we were thoroughly confident that the company could finance it. 

They had to find it was in the public interest for Idaho Power 
rather than somebody else to build the project. 
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Senator Warxrns. Don’t you consider there were a lot of other 
benefits that came to the American people or the Federal Government 
through the operation and building of this project by private 
industry ? 

I don’t know whether they have been brought out or not but I 
intend to ask about them because as far as I am concerned, it would 
have a great bearing. 

Senator Keravuver. Mr. Roach has specified in some detail the 
benefits that he thought would be brought out. 

Mr. Roacu. Senator Kefauver, may I comment just a second ? 

Senator Kerauver. Yes, indeed. 

Mr. Roacu. The point that Senator Watkins made with respect 
to this particular thing is exactly what happened. We had the bur- 
den of proving to the satisfaction of the Federal Power Commission 
that they could, on conventional financing, prove the feasibility of the 
project, and the testimony with respect to the amortization certificates, 
our filing of applications, our intention to use them if they were avail- 
able to us, was given as we were discussing the financial statement 
that I filed and testified to. 

The cross-examination all went to that particular point, the oppo- 
nents trying to prove that on a conitiamal financing basis we did not 
have the ability to do it, so the burden was on us to prove that we 
could do it on a conventional financing basis, and the point was very 
clearly brought out that in the event we were successful in obtaining 
ODM certificates, that our cash problem would be very materially 
eased for a period of 5 years. 

Senator Kerauver. You have explained that. 

Of course, the issue, and I have read Mr. Costello’s report some time 
back, was whether public interest would be better served by you doing 
it or some Federal agency doing it, so the issue is made all through on 
the basis of which way the public interest. would be served better, and 
one of the important points in connection with that issue was the cost 
of building the dam by the Federal Government would be as contrasted 
with what your cost was going to be, and that on your basis the Federal 
Government would not have to pay any money, that it would not cost 
them anything. 

That was dealt with at great length in Mr. Costello’s opinion and the 
questioning back and forth in connection with it. 

Senator Warxrins. Are you talking about the trial examiner, Mr. 
Chairman ? 

Senator Krerauver. Yes, I am talking about the trial examiner, and 
the opinion of the Federal Power Commission, too. Neither the ex- 
aminer’s report nor the FPC report made any distinction between 
appropriation and cost to the Government by way of having to pay 
interest on money that was not paid to it. 

Mr. Roacu. Senator, that is still a fact. 

I just can’t conceive of either the examiner or the Commission hav- 
ing closed its eyes to the record and what was in the record. 

Senator Kerauver. Anyway, there is no differentiation between loss 
to the Federal Government in the way of taxes or loss to the Federal 
Government in the way of having to appropriate money. 
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Mr. Roacu. Mr. Kuykendall in his comments as I understood you to 
read them there, Senator, if you will pardon me, indicated that he 
thought we were talking about appropriations, and that was his 
conclusion. 

Senator Keravuver. He and Mr. Rainwater—Mr. Rainwater has just 
come in and we will have him clear up the matter under discussion 
earlier—discussed what the loss would be when they were here the 
other day. 

Back to the advertising, you had an advertising program of your 
own, Mr. Roach, conducted by Idaho Power Co. ? 

Mr. Roacu. I don’t say we had an advertising — 

Senator Kerauver. You ran some ads? 

Mr. Roacu. Senator, I am not prepared to say. 

I would not be a bit surprised but what way back in the early days 
we may have run some ads. Whether this is an ad, this item you 
handed to me here, or whether it is just simply a so-called handout 
piece I am not 100 percent sure. 

Senator Keravuver. Then there is also another program. Here is 
9 pens hlet you put out on your own program isn’t it? 

r. Roacu. That is right, and I am sure I sent it to every Member 
of the Congress, Senator. 

Senator Keravuver. Let’s file this as an exhibit. 

This is part of your public relations or advertising program or 
whatever you want to call it, isn’t it? 

Mr. Roacn. It is one of the mediums we use to tell about our pro- 
gram, about the construction of these projects. 

Senator Kerauver. Let that be made a part of the record. 

(The document is as follows :) 


THE HELLS CANYON ISSUE IN SIMPLE TERMS 


A statement of facts on Idaho Power Co.’s plan for comprehensive development 
of the Snake River with hydroelectric plants at Oxbow, Brownlee, and Hells 
Canyon 
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This map of the Pacific Northwest shows the territory served by the Idaho 
Power Co. in white. The dotted portion of the map is the eastern Oregon area 
served by California-Pacific Utilities, Inc., which receives substantial amounts 
of power at wholesale from Idaho Power Co. Both companies rely upon the 
proposed Idaho Power Co. development of the Hells Canyon power sites for the 
future needs of the people they serve. 

The controversy surrounding the proposed development of the Hells Canyon 
stretch of the Snake River can be reduced to this simple proposition: 

“Which plan of development is most beneficial to the people of the area and 
of the Nation?’ 


All other considerations are subsidiary. The final determination will be made 
on this basis. 

In fact, the Congress has given to the Federal Power Commission the specific 
responsibility of determining which resource development plan is best in the 
public interest not only in this case, but for all other hydroelectric projects in 
the United States for which licenses are granted. 

It is easy to define the issue, but difficult to determine what is truly best 
in the public interest when emotional appeals are made which conflict with facts 
of engineering and economics. Extensive hearings of technical testimony must 
be conducted, witnesses must qualify as to competence, testimony must be 
given under oath, and cross-examination permitted. Ultimately the truth will 
be established. 

This process has been taking place in the formal hearings before the Federal 
Power Commission in Washington, D. C. Public confusion has resulted by the 
widely disseminated claims and opinions of public power supporters who oppose 
development by private enterprise. Their claims, as well as those of Idaho 
Power Co., will have been tested by the agency authorized by Congress to 
decide which of conflicting programs best meets the test of comprehensive 
development. 

Idaho Power Co. states, in this booklet, a summary of facts in support of 
its program which has been presented to the Federal Power Commission. We 
think the public is entitled to know the company’s position, and the findings of 
its engineers. 

We sincerely believe the company’s proposed program meets the test of being 
“most beneficial to the people of the area and of the Nation.” 


IDAHO POWER’S PROGRAM IN SUMMARY 


The Company’s program will— 

1. Fully develop the Hells Canyon stretch of the Snake River at a far 
lower construction cost—and at a far lower cost of producing power than 
any other plan. 

2. Produce approximately the same amount of power at site and down- 
stream as the proposed single Federal dam. Any small difference in output 
which might for a relatively short period and under certain temporary 
conditions favor the single dam would be prohibitively expensive. 

3. Make possible the production of over 40 billion kilowatt-hours—the 
output of Bonneville Dam for approximately 10 years—prior to the time 
a single high dam and powerplant could be completed. The 3 plants 
at Oxbow, Brownlee, and Hells Canyon proposed by the company can be 
completed in 38 months. 

4. Provide 1,000,000 acre-feet of usable storage—the maximum dependable 
amount afforded at the site after taking into account the future upstream 
irrigation development and resulting depletion of water available for power 
storage purposes. 

5. Fully provide the release of water desired by the United States Army 
Corps of Engineers for navigation purposes. 

6. Adequately meet the test of flood control needs. 

7. Create a superior recreational area. 

8. Fully protect irrigation water rights of present and future agricultural 
development upstream. (There is no irrigation to be served from a reservoir 
at this site under any plan.) 

9. Provide large blocks of low-cost power rapidly to serve the needs of 
Snake River Valley and of the Pacific Northwest through interconnection 
with the Northwest power pool. 

10. Be productive of $10 million annually in tax revenues for Federal, 
State and local taxing units in addition to the tax revenues created by users 
of the power—all without cost to the taxpayers. 
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THREE GREAT DAMS WILL FULLY DEVELOP THE RIVER 


HELLS CANYON DAM 46 feet higher than Niagara Falls. 


Cost—$45,800,800. Peaking Capacity—312,800 Kilowatts. 














BROWNLEE DAM More than four times the height of Bonneville Dam. 


Cost—$63,594,800. Peaking Capacity—414,400 Kilowatts. 
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OXxBOW DAM Nearly double the height of Bonneville Dam. 


Cost—$23,604,500. Peaking Capacity—173,600 Kilowatts. 
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A Bie PROJECT 


The development of the Hells Canyon stretch of the Snake River as planned by 
the Idaho Power Co. is one to fire the imagination, even in this western country 
of great dams and projects. 

It will utilize the entire head of water—602 feet—available at that part of 
the river. It calls for a million acre-feet of water storage. 

Some idea of the size of the project can be gained from the fact that Mr. T. B. 
Roach, president of the Idaho Power Co., testified that the peaking capacity of 
the 3 plants would be 900,800 kilowatts. 

“The goal has been to find that combination of economical, feasible projects 
which would, while utilizing the full head of the stream, provide the greatest 
amount of storage, and at the same time the lowest overall cost of hydroelectric 
energy.”—from opening statement, Idaho Power Co. before Federal Power Com- 
mission, July 1953. 

Since 1946 Idaho Power has added new production facilities to nearly quad- 
ruple its wartime capacity. The rate of increasing power demands on the com- 
pany’s system in the past 10 years has exceeded that of any other system in the 
Pacific Northwest, publicly or privately owned. 

The increasing power needs of southern Idaho and eastern Oregon require 
the prompt and orderly development of the Hells Canyon sites. For lack of 
being able to proceed with construction in 1953, Idaho Power Co. has arranged 
to purchase a temporary supply of steam-generated power for anticipated require- 
ments beginning in 1955 from the Utah Power & Light Co., which has accelerated 
its time schedule of steam-plant construction in order to meet intermountain 
needs. 

Idaho Power Co. will develop the Hells Canyon sites as rapidly as FPC licenses 
can be secured and in pace with market demands. These powerplants will pro- 
vide for existing and future needs of the Snake River Valley area of Idaho and 
Oregon as well as making large blocks of power available for other parts of the 
Northwest power pool area. 


MORE POWER QUICKLY AVAILABLE 


One of the great advantages of the Idaho Power plan of development is that 
it can be brought into being with remarkable speed. Mr. Roach, supported 
also by expert construction and engineering testimony, announced in Wash- 
ington hearings that the first generator could be on the lines 20 months after 
commencing construction, the last one—if advisable to build the 3 projects 
concurrently—in 38 months. 

The Department of the Interior, in a statement issued May 5, 1953, said: 
“* * * Tt is reasonable to assume that the first unit of the 3-dam [Idaho Power] 
project can be on the line 7 or 8 years before the Hells Canyon [Federal] Dam 
ean be in production. During this period there would, in effect, be a substantial 
loss of power and, based upon reasonable estimates, the Hells Canyon project 
would have to operate more than 25 years before it could possibly make up for 
the loss.” 

The Department went to the heart of the matter by saying further “It could 
never replace the loss at the present time when it is very critical.” 

This is, indeed, the crux of the matter—the Northwest is short of electric 
power, the shortage being particularly acute in the western portion of the 
Northwest power pool area. 

The Idaho Power Co. development of the Hells Canyon stretch of Snake River 
would produce 40 billion kilowatt-hours before the Federal dam and power- 
plant could be completed. The company’s plants will be operated in conjunction 
with the Northwest power pool, and will make possible a substantial amount of 
new power from existing installations downstream on the Columbia River. 


THE Facts AsoutT POWER PRODUCTION AND Cost 


On a comparable basis, construction cost of the single dam proposed for 
Federal construction at Hells Canyon would amount to $429 million, while the 
company’s 3-dam project would cost $133 million. Who pays? In the case of 
the company’s project, investors provide the funds. In the case of the Federal 
project, the Nation’s taxpayers. 

What then is purchased, in the way of electric power production, from these 
two widely different outlays of money? One of the purposes of the hearings 
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conducted by the Federal Power Commission is to subject the various claims to 
searching examination and to arrive at the true merits of each plan. 

Idaho Power Co. estimates that the single dam would result in the addition 
of only 47,000 kilowatts of prime power, “at site” and downstream, more than 
the company’s 3-dam project would provide.* 

This increased amount of power, 47,000 kilowatts, would result from spending 
$296 million, or the difference in cost between the 2 plans. The cost per kilo- 
watt of power added by the Federal project in excess of the Idaho Power Co.'s 
project is $6,298. 

Compare this with $254 per kilowatt cost of prime power estimated by the 
company for its entire project, and you will see why the company contends the 
Federal project to be extravagantly wasteful in concept. The proposed Federal 
project at Hells Canyon is not cheap—nor will it produce cheap power. The 
introduction of a power supply into the Northwest area at such an exorbitant 
cost could only result in higher electric rates. 

Some engineers’ estimates of power production vary from those of the com- 
pany because they do not assume as great an acreage of new land to be irrigated 
in the Snake River Valley in the next 50 years as do recognized local experts. 
Some estimates do not take into account the minimum release of 5,000 cubic 
feet per second of water at Hells Canyon for navigation purposes as desired by 
the Corps of Engineers. 

Some estimates have assumed the existence today and for the entire period 
of operation of 11 downstream plants in the Snake and Columbia Rivers. This 
is manifestly not the case, and will not be the case for many years to come. 
Only 1 of the 11 is completed (Bonneville), and 2 are under construction (Mc- 
Nary and The Dalles). Three of the remainder have not been authorized by 
Congress. 

Even if the difference in prime power production of the 2 plans were as much 
as 180,000 kilowatts, as some engineers have estimated (using different premises 
than the company used for its computations), the cost per kilowatt for the differ- 
ence would be $1,647—over 6 times the cost per kilowatt of the company’s project. 

Cost of construction is not the only important measure of the two plans. 
Annual cost of operation would affect power rates directly under either plan. 

On the basis of Federal financing, the annual cost of operating the proposed 
single dam and of carrying its debt would be $19,650,000. On the same basis 
the annual cost of the 3-dam project would be $6,086,000. Maj. Gen. T. M. 
Robins, testifying as an independent engineer, said that power would cost $24 
per kilowatt-year from the Federal project, compared to $12 from Idaho Power 
Co.’s project. 

THE PROPOSED FEDERAL HELLS CANYON PROJECT 


Twice refused by Congress 


Twice in recent years, Congress has considered this proposal, and twice has 
refused to approve the idea. 

One bill was indefinitely postponed by a unanimous, bipartisan committee vote 
after lengthy hearings—the other was defeated by Senate vote. The present 
state of the Federal budget, the need for economy and tax relief, both make it 
highly doubtful that congressional approval could be forthcoming on such a 
project, even though its merits were unquestioned. There are needed Federal 
projects in the Pacific Northwest on which scarce tax dollars, if available, 
should be spent. 


Would not produce cheap power 


ERither the project could not pay out, or higher rates for power would be re- 
quired. If the project were added to the Federal system, Bonneville rates would 
be directly affected. 

If electricity from the proposed Federal Hells Canyon Dam were sold at the 
so-called Bonneville rate of $17.50 per kilowatt-year, the yearly deficit would be 
so large that in 50 years the debt against the dam would have nearly doubled. 





1The company estimate is based upon the following assumptions: (@) a 42-month 
critical water period; (b) the completion of 5 new downstream projects within the next 25 
years: (c) the irrigation of 725,000 acres of additional land above the Brownlee site in 
Tdaho and Oregon between 1948 and 1977; and (d) the minimum release of 5,000 cubic 
feet per second of water at Hells Canyon for downstream navigation purposes. 
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Claims have been exaggerated 


Close examination of claims of power production from the proposed Federal 
project show that they have been vastly inflated. Calculations of the amounts 
of water available in critical water years have been overestimated, navigation 
requirements almost ignored, upstream irrigation increases in the use of water 


(with consequent lesser amounts for power generation) have been assumed to 
be ridiculously small. 


It will interfere with the growth of irrigation 


At the present rate of increase, 50 years hence will see over 1,200,000 acres of 
added land put under irrigation in the area of southern Idaho and eastern 
Oregon above Helis Canyon. Each new acre irrigated requires about 2 acre-feet 
of water every year. The water required for the irrigation of this new land 
obviously will not be available for storage behind a high dam at Hells Canyon, 
and therefore the proposed Federal project is wholly unrealistic. Conversely, 
if water sufficient to fill the reservoir of a high dam is preempted for power, it 
will not be available for irrigation. 


CAREFULLY INTEGRATED WITH IRRIGATION, WITH BENEFITS TO NAVIGATION, FLOOD 
CONTROL, AND RECREATION 


Irrigation needs are paramount 


Throughout its entire existence, Idaho Power has followed a strict policy of 
subordinating its needs of water for power to those of water for irrigation. This 
project continues—and strengthens—that policy. 

The company’s water permits secured for development of the Hells Canyon 
area contain the following protection of irrigation: 

“The rights herein granted for the use of the waters, streambed, and other 
lands of the State of Idaho, necessary for the construction and operation of the 
dam and reservoir, are subject to the conditions that the project shall be op- 
erated in such manner as will not conflict with the future depletion and flow of 
the waters of Snake River and its tributaries, or prevent or interfere with the 
future upstream diversion and use of such water for the irrigation of lands and 
other beneficial consumptive uses in the Snake River watershed.” 

The company has provided, in the plans for development of the Hells Canyon 
area of the Snake, for 1 million acre-feet of useful water storage behind Brown- 
lee Dam. The Federal proposal provided more—but to fill more than 1 million 
acre-feet every year would be impossible. 

Competent witnesses have testified that storage greater than 1 million acre- 
feet of water at Hells Canyon would in some future years require taking needed 
water away from upstream irrigation. 

Navigation needs met 


The United States Army Corps of Engineers desires—and Idaho Power has 
incorporated in its plans—a minimum flow for navigation purposes of 5,000 
second-feet at Hells Canyon, whereas the projected Federal dam has been 
planned for a release of only 2,000 second-feet or less. 

If the desired navigation release is provided, and if the Federal plant produces 
its claimed capacity, a reservoir of the capacity proposed for Federal construc- 
tion could be filled during the storage season in only 1 year out of 20 years of 
streamfiow records, taking into consideration the future upstream depletion for 
irrigation. The Idaho Power Co.’s storage reservoir with its 3 plants producing 
the claimed capacity would be filled in 16 out of the 20 years during the same 
period. 

FLOOD-CONTROL FEATURES 


Similarly, the Brownlee Reservoir has been designed in careful coordination 
with the needs of the Corps of Engineers for flood control. The 1 million acre- 
feet of usable storage would provide reasonable control of the surplus waters of 
the upper Snake against such floods as occurred in 1948 at Vanport. 

Much has been made of the claim that a high dam at Hells Canyon would 
have contributed greatly to a reduction in the 1948 flood. The facts are, how- 
ever, that at the time of the 1948 flood the flow of the Snake River at Oxbow was 
approximately 50,000 cubie feet per second. At the same time, the flow of the 
Salmon River was 103,000 cubic feet per second and that of the Clearwater 
177,000 cubic feet per second. Clearly, the upper Snake River was not re- 
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sponsible for the flood at Portland, and if Federal funds are available for flood- 
control purposes it is logical that these funds should be invested on the rivers 
where the floodwaters originate. 

The Review Report on Columbia River and Tributaries dated January 28, 
1954, by the United States Corps of Engineers contains the following statement 
about flood conditions in the Snake River Basin: 

Part I, chapter VI, paragraph 239 d., pages 168 and 169: 

d. “The magnitude and frequency of spring snow-melt floods of Clearwater 
River, as shown by flood hydrographs, are consistently greater than those on 
Salmon River, or on Snake River above its confluence with Salmon River; 
furthermore, Clearwater River is subject to late fall and winter rainstorm floods 
exceeding in magnitude any floods of record on Salmon or Snake Rivers, and 
thus Clearwater River being the principal and most frequently flood-producing 
stream in the entire Snake River Basin, floods on this stream must be con- 
trolled. Clearwater floods contribute substantially to lower Columbia Basin 
damages and cause serious local damages within the basin; storage in the Clear- 
water River Basin is highly desirable; and, controlled release of such storage 
water would be beneficial locally and regionally in alleviating floods, in increas- 
ing low-water flows, and in augmenting downstream power generating capa- 
bilities.” 

Recreation advantages 


The new roads the company will build for construction, and two additional 
river crossings provided on top of Oxbow and Brownlee Dams will open a whole 
new, magnificent area to the public. A new 22-mile constant level lake will rise 
in the most superbly scenic part of the canyon: long lakeshore lines will offer 
almost unlimited water recreation. The company will create new park and 
picnic areas at the powerplants, as it has done at other such locations. Fishing 
will be improved; grass, shade, campsites will be greatly increased. Water 
levels in the two lower lakes will be relatively constant—by contrast, the water 
level behind the proposed Federal dam would fluctuate very widely, at most 
seasons of year leaving unsightly areas which could not be used for recreational 
purposes. 


Anadromous fish 


Most of the migratory fish—steelhead and salmon—entering the Snake River 
go up the Salmon River to spawn. However, above the mouth of the Salmon 
River, passage of some anadromous fish through the Hells Canyon on their way 
upstream to spawn in the main stem of the Snake River and its tributaries be- 
tween Weiser and Swan Falls presents a problem when any type of dam is con- 
structed in the canyon. Joint studies are now being made by the Oregon Fish 
and Game Commissions, the Idaho Fish and Game Commission and Idaho Power 
Co. personnel in order to determine the most practical solution to the problem. 


TESTIMONY OF EXPERT WITNESSES 
Robert de Luccia 


Robert de Luccia, Chief of the Bureau of Power, Federal Power Commission, 
until he resigned in 1951; earlier with the Metropolitan Water District of Boston 
and Stone & Webster Engineering Corp.; 6 years with the United States Army 
Engineers, engaged in river basin development: hydroelectric projects, naviga- 
tion, flood control, and water resource development—first assistant to the Chief 
of Engineers in wartime supervising a $400 million construction program, follow- 
ing which he served overseas in operations and engineering in General Eisen- 
hower’s headquarters; following the war he organized and headed the Bureau 
of Power for the Federal Power Commission, and was responsible for studies, 
advice and reports to the Commission on Federal and multiple-purpose proj- 
ects and adaptibility of projects to a comprehensive plan of water resource de- 
velopment; delegate and sometimes chairman to international conferences on 
electric power in Stockholm, Paris, London; resigned from the FPC in 1951, and 
is now vice president and chief engineer, Pacific Power & Light Co., Portland, 
Oreg. 

Mr. de Luccia, in his testimony, concluded that about the same amount of 
power could be produced “at site,” by either plan, but far more economically by 
the Idaho Power plan. Additional power would be produced at downstream 
plants under the Federal plan, so the question then is—what would be the cost 
of this additional power? 

After careful computation and analysis, Mr. de Luccia found that the addi- 
tional power which could be generated by the Federal dam would cost $57.80 per 
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kilowatt-year—against $12.50 for power generated by the Idaho Power dams, 
Another comparison is to add to the $57.80 figure the transmission cost of $7.71 
per kilowatt; the total, $65.51, is 33%, times the Bonneville Power Administra- 
tion delivered rate of $17.50 per kilowatt-year. 

Appropriations.—It is unrealistic, said Mr. de Luccia, to expect to secure appro- 
priations for a Federal dam at Hells Canyon. Even without Hells Canyon, the 
amounts required for Northwest projects planned for 1955 through 1961 will be 
greater than the average of all funds appropriated to the Northwest for 1949 
through 1954. A Federal dam plus transmission lines would cost $477 million— 
which, if taken from appropriations, would disrupt the rest of the planned con- 
struction program for the Northwest. 

Navigation—The Federal plan is inferior to the Idaho Power project with 
respect to navigation, because the minimum power generation—66,000 kilowatts— 
would provide for a water release of only 1,500 to 2,000 second-feet, well below 
the 5,000 second-feet indicated as necessary by the Army engineers. On the 
other hand, if as much as 5,000 second-feet is to be provided for, then the esti- 
mates of amount of power generation that would be possible must be reduced. 

Best plan.—More and more new lands brought under irrigation upstream, as 
is now going on, will require increasing amounts of water. The smaller water 
storage space (but still 1 million acre-feet) of the Idaho Power projects has more 
certainty of continued use for a longer period than the larger storage space the 
Federal dam would create. ; 

Mr. de Luccia closed his testimony with this statement: 

“As a result of my review and study in this matter, it is my carefully con- 
sidered opinion that a three-dam scheme of development is much better adapted 
to a comprehensive development of the Hells Canyon section of the Snake River 
than would be a single high dam and should be adopted in preference thereto, 
irrespective of whether the works are constructed by the Federal Government or 
by non-Federal agencies, public or private.” 


General Robins 


Maj. Gen. Thomas M. Robins, retired, graduate of West Point, Engineers 
School, Command and General Staff School, and the Army War College; retired 
from the United States Army engineers with the rank of major general after 
serving as district engineer, division engineer, president of the California Debris 
Commission, president of the Board of Engineers for Rivers and Harbors, Chief of 
the Civil Works Division of the Office of the Chief of Engineers, and as Deputy 
Chief of Engineers ; division engineer of the North Pacific and South Pacifie divi- 
sions, 1929-88, in charge of investigations and reports, including those dealing 
with the Sacramento-San Joaquin River system and the Columbia and tributaries ; 
now a consulting engineer in Portland, Oreg., dealing with problems involved in 
development of water resources of the Pacific Northwest. 

General Robins, after having described in detail the Army engineers’ plan for 
the comprehensive development of the Columbia River Basin, presented a study 
of the navigation and flood-control aspects of the proposed Federal dam at Hells 
Canyon and of Idaho Power’s development of the Hells Canyon area. He also 
compared the relative costs of the two projects if both were viewed as alternative 
Federal projects. 

Navigation.—General Robins pointed out that the United States Army engi- 
neers desire—and Idaho Power has incorporated in its plans—a minimum flow 
of water when needed for navigation purposes of 5,000 second-feet at Hells Can- 
yon—whereas the projected Federal dam has been planned for a release of only 
2,000 second-feet. 

Speaking of possible upstream commercial navigation on the pool which would 
be created by the Federal dam, Robins labeled the idea “of little or no value and 
any benefit proposed to be created to any commercial navigation on this pool 
cannot be justified and certainly cannot be claimed as a benefit to the general 
public.” 

Flood control.—In the opinion of General Robins the Idaho Power plan offers 
substantially the same flood-control benefits as the proposed Federal dam. How- 
ever, in the general’s judgment the most desirable type of flood control to prevent 
major floods on the Columbia would be the regulation of the Salmon and Clear- 
water Rivers. 

Best plan.—General Robins’ appearance on the stand before the Federal Power 
Commission examiner closed with this very positive statement of his belief: 


“Question. What do you think is the best plan for developing that stretch of 
the river? 
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“Answer (by General Robins). I think the 3-dam plan with the storage in 


the upper dam and the remaining head developed by 2 dams downstream is 
the most economical and best plan.” 


THE COTTON REPORT 


Much ado was made prior to the hearings about an engineering study made 
under contract with the Department of Interior in late 1952 and early 1953, by 
John §. Cotton, consulting engineer of San Anselmo, Calif., comparing the Bureau 
of Reclamation plan for a dam at Hells Canyon with Idaho Power’s three-dam 
project. It was predicted by those opposing the Idaho Power project that the 
so-called Cotton report would completely discredit the Idaho Power plan, etc. 

Under cross-examination Mr. Cotton admitted among other things— 

His closest approach to the river site in recent years was by flying over 
it on a scheduled United Air Lines flight from Boise to Portland ; 

He visited the area briefly some 10 years ago, while employed by the 
Federal Power Commission ; 
wae refuted earlier references to himself as “former chief engineer of 

Most of his information regarding the projects had been furnished him 
by the Bonneville Administration and the Reclamation Bureau Regional 
office at Boise; he admitted not having talked with Idaho Power engineers 
regarding the company’s plan; 

He had not secured specific cost information from manufacturers of equip- 
ment to support his cost estimates ; 

And toward the end of cross-examination Mr. Cotton admitted his report does 
not compare the high dam proposal with Idaho Power’s plans for plants for 
which licenses are sought. 

The St. Louis Post-Dispatch summed up the Cotton testimony editorially as 
follows: 

“John S. Cotton has completely discredited his report on Hells Canyon favor- 
ing the Reclamation Bureau development plan and rejecting the Idaho Power 
Co. plan. The California consulting engineer showed time after time, under 
cross-questioning by Idaho Power counsel at the Federal Power Commission 
hearings that he had not known what he was talking about. 

“Mr. Cotton had made no investigation on the site. He had not examined 
Idaho Power’s plans or conferred with its engineers. He had not contrasted the 
Reclamation Bureau’s one proposed high dam with Idaho Power’s three proposed 
dams, but rather with three dams he made up in his own mind. He added in 
one $4 million figure twice. 

“He estimated roads would cost $400,000 but admitted he did not know the 
present condition of the roads at the site. He included a figure for homes for 
45 workmen to be permanently employed at the completed dam, and also $1 
million for automatic controls which would make it unnecessary for the work- 
men to be there. 

“In fewer words, Mr. Cotton’s report was superficial, one-sided, slipshod, and 
irrelevant.” 


THE DEPARTMENT OF INTERIOR’S POLICY '(OWARD BOTH PLANS 


On May 5, 1953, the Department of the Interior issued a statement of official 
policy toward the various plans offered for developing the middle stretch of the 
Snake River. The statement is long (4 pages), too long to be repeated in its 
entirety here, but the most pertinent portions are given herewith, including 
the conclusion at the end: 

Issues.—“The Department of Interior would be playing the reprehensible part 
of ‘a dog in the manger’ if it insisted on opposing a badly needed development 
that private capital is ready and willing to undertake if the plan proposed by the 
Idaho Power Co. is reasonably comparable as to results, while the Department 
itself has no assurance that it can carry out its plan without extended delay. 

“The matter then reduces itself to two basic questions which are: 

“1. Will the plan to build the Hells Canyon, Oxblow, and Brownlee Dams per- 
mit reasonably comparable development of the natural resources involved and 
avoid serious wastage. 

“2. Will it be possible to find other reasonably comparable means of providing 
a subsidy for the reclamation features of this project? 

“While the responsibility for resolving the first question is by law a matter 
for the Federal Power Commission to determine, we do recognize that the mat- 
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ter can be argued either way. If cost and economics and time of completion are 
discounted, the Hells Canyon project will probably produce more total prime 
power than the three-dam plan though even this point can be contested. How- 
ever, our general studies do not indicate that the advantage is large.” 

Power—Speed of Completion.—‘It should be noted that, considering the time 
necessary for design and construction before initial production of power and the 
need for balancing the national budget, it is reasonable to assume that the first 
unit of the three-dam project can be on the line 7 or 8 years before the Hells 
Canyon Dam can be in production. During this period there would, in effect, be 
a substantial loss of power and based upon reasonable estimates, the Hells 
Canyon project would have to operate more than 25 years before it could possibly 
make up for the loss. It could never replace the loss at the present time when it 
is very critical.” 

Fiood control.—Insofar as flood control is concerned, there is little to choose 
petween the two plans. Either the Hells Canyon Dam with its larger storage 
capacity and the Brownlee Dam with its lesser storage capacity would, if they 
had been operated perfectly, have had the effect of reducing the crest of a flood 
equal to that of 1948 by about 0.7 feet at Portland. For larger floods on the 
Snake River, which occur infrequently, the Brownlee Dam would be somewhat 
less effective than the Hells Canyon dam”? 

Navigation.—‘The Hells Canyon Dam would be somewhat more effective in 
improving navigation, but this benefit is small in any event.” 

Reclamation.—‘The responsibility for resolving the second question, which 
has to do with reclamation subsidy, is not a direct concern of the Federal Power 
Commission but rather a matter for the Department of the Interior and the 
Congress to consider. The Hells Canyon project is not an integral part of the 
Payette unit or any other reclamation project, and so there is no reason why it 
need be considered the only project that can be used to create this subsidy. For 
this purpose, and if Congress agrees, there appears to be no reason why other 
projects in the basin could not be used with the same logic as that proposed for 
Hells Canyon. Of these other projects there is Mountain Sheep or Nez Perce on 
the Snake River, several dams on the Salmon and more on the Clearwater 
Rivers.” 

Interior withdraws.—“In view of these circumstances and since by law the 
Federal Power Commission is clearly charged with considering the matter of full 
and reasonable development of the resources involved, the Department of the 
Interior will follow the usual and normal process of furnishing the Federal 
Power Commission with all information, plans, and other data available to the 
Department in the matter and will abide by the findings of the Commission. 
Accordingly, the Department will withdraw the petition for intervention filed 
on June 27, 1952.” 

The Hells C anyon issue can be reduced to this simple proposition : 

“Which plan of development is most beneficial to the people of the area and of 
the Nation?” 

Testimony in this much-debated matter is being heard before the body desig- 
nated by Congress to resolve such questions—the Federal Power Commission. 
The Commission, together with its staff, is a competent and impartial profes- 
sional group, highly qualified for its task. 

Under the law the Commission must determine which plan best meets the 
test of comprehensive development and which is best in the public interest. This 
is a matter of determining facts of engineering and economics—not one which 
can be properly settled by emotional appeals and political controversy. 

The public interest requires that the controversy be placed above the political 
maneuvering and delaying tactics which have characterized the approach of 
those who insist upon federalization of power at any price. Creation of a politi- 
cal controversy must not replace a sound determination of what is best for the 
people of the Pacific Northwest and of the Nation. 


Senator Kerauver. I have here, Mr. Roach, other advertisements 
on subject matter similar to the ones that you have been shown which 
talk about the program being no cost to the Government or to the 
taxpayers. These ads were placed by ECAP, electric company ad- 
vertising program. 

You are familiar with these ads, Mr. Roach, are you? 
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Mr. Roacu. Yes, I am familiar with the ECAP advertising pro- 
gram, sir. 

Senator Kreravuver. Just what is ECAP, will you tell us? 

Mr. Roacu. Electric companies’ advertising program; it is a co- 
operative advertising program, Senator, sponsored by a large group 
of publicly regulated taxpaying utility companies to tell the story of 
the utility industry to the country, and we are a member of the group 





which sponsors that advertising program. 
Senator Kerauver. How many are in the group, Mr. Roach, do 


you know? 


Mr. Roacu. I don’t remember, sir. 

Senator Keravver. I have a list of the participants as of May 1956 
which lists quite a number of the companies. 

Mr. Roacu. There are a large number participating, I know. 

Senator Kerauver. The committee has gotten it up and it will make 


a part of the record. 
(The document is as follows :) 


List OF PARTICIPANTS, ELECTRIC COMPANIES’ ADVERTISING PROGRAM 


Alabama Power Co., Birmingham, Ala. 

Arizona Public Service Co., Phoenix, 
Ariz. 

Arkansas-Missouri Power Co., Blythe- 
ville, Ark. 

Arkansas Power & Light Co., Little 
Rock, Ark. 

Baltimore Gas & Electric Co., Balti- 
more, Md. 

Blackstone Valley Gas & Electric Co., 
Pawtucket, R. I. 

Boston Edison Co., Boston, Mass. 

Brockton Edison Co., Brockton, Mass. 

Cambridge Electric Light Co., Cam- 
bridge, Mass. 

Carolina Power & Light Co., Raleigh, 
N. C. 

Central Hudson Gas & Electric Corp., 
Poughkeepsie, N. Y. 

Central Illinois Electric & Gas Co., 
Rockford, Il. 

Central Illinois Light Co., Peoria, Il. 

Central Illinois Public Service Co., 
Springfield, Ill. 

The Central Kansas Power Co., Abilene, 
Kans. 

Central Louisiana Electric Co., Inc., 
Lafayette, La. 

Central Power & Light Co., Corpus 
Christi, Tex. 

Cleveland Electric Illuminating Co., 
Cleveland, Ohio 

The Connecticut Light & Power Co., 
Hartford, Conn. 

The Connecticut Power Co., Hartford, 
Conn. 

Conowingo Power Co., Elkton, Md. 

Consumers Power Co., Jackson, Mich. 

Dallas Power & Light Co., Dallas, Tex. 

The Dayton Power & Light Co., Day- 
ton, Ohio 

Delaware Power & Light Co., Wilming- 
ton, Del. 


The Detroit Edison Co., Detroit, Mich. 

Duquesne Light Co., Pittsburgh, Pa. 

Edison Sault Electric Co., Sault Ste. 
Marie, Mich. 

El Paso Electric Co., El Paso, Tex. 

Empire District Electric Co., Joplin, 
Mo. 

Fitchburg Gas & Electric Light Co., 
Fitchburg, Mass. 

Florida Power & Light Co., Miami, Fla. 

Georgia Power Co., Atlanta, Ga. 

Gulf Power Co., Pensacola, Fla. 

Gulf States Utilities Co., Beaumont, 
Tex. 

The Hartford Electric Light Co., Hart- 
ford, Conn. 

Holyoke Water Power Co., Holyoke, 
Mass. 

The Housatonic Public Service Co., 
Derby, Conn. 

Houston Lighting & Power Co., Hous- 
ton, Tex. 

Idaho Power Co., Boise, Idaho 

Indianapolis Power & Light Co., In- 
dianapolis, Ind. 

Interstate Light & Power Co., Plattes- 
ville, Wis. 

Interstate Power Co., Dubuque, Iowa 

Iowa Electric Light & Power Co., Cedar 
Rapids, Iowa 

Iowa Public Service Co., Sioux City, 
Iowa 

Jersey Central Power & Light Co., As- 
bury Park, N. J. 

Kansas City Power & Light Co., Kansas 
City, Mo. 

Kansas Gas & Electric Co., Wichita, 
Kans. 

The Kansas Power & Light Co., Topeka, 
Kans. 

Lake Superior District Power Co., Ash- 
land, Wis. 

Lawrence Electric Co., Lawrence, Mass. 
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List oF PARTICIPANTS, ELECTRIC COMPANIES’ ADVERTISING ProgRaM—Continued 


Louisiana Power & Light Co., New Or- 
leans, La. 

The Lowell Electric Light Corp., 
Lowell, Mass. 

Lynn Gas & Electric Co., Lynn, Mass. 

Madison Gas & Electric Co., Madison, 
Wis. 

Marietta Electric Co., Marietta, Ohio 

Metropolitan Edison Co., Reading, Pa. 

Minnesota Power & Light Co., Duluth, 
Minn. 

Mississippi Power Co., Gulfport, Miss. 

Mississippi Power & Light Co., Jackson, 
Miss. 

Mississippi Valley Public Service Co., 
Winona, Minn. 

Missouri Edison Co., Louisiana, Mo. 

Missouri Power & Light Co., Jefferson 
City, Mo. 

Monongahela Power Co., Fairmont, 
W. Va. 

The Montana Power Co., Butte, Mont. 

Monterey Utilities Corp., Monterey, Va. 

The Narragansett Electric Co., Provi- 
dence, R. I. 

New Jersey Power & Light Co., Dover 
N. J. 

New Orleans Public Service, Inc., New 
Orleans, La. 

New York State Electric & Gas Corp., 
Binghamton, N. Y. 

Niagara Mohawk Power Corp., Syra- 
cuse, N. Y. 

Northern Pennsylvania Power Co., 
Towanda, Pa. 

Northern States Power Company of 
Wisconsin, Eau, Claire, Wis. 

Northern States Power Company of 
Minnesota, Minneapolis, Minn. 

Northern Virginia Power Co., Winches- 
ter, Va. 

Ohio Edison Co., Akron, Ohio 

Oklahoma Gas & Electric Co., Okla- 
homa City, Okla. 

The Orange & Rockland Electric Co., 
Monroe, N. Y. 
acific Gas & Electric Co., San Fran- 
cisco, Calif. 

Pacific Power & Light Co., Portland, 
Oreg. 

Pennsylvania Electric Co., Johnstown, 
Pa. 

Pennsylvania Power Co., New Castle, 
Pa. 

Pennsylvania Power & Light Co., Allen- 
town, Pa. ‘ 
Philadelphia Electric Co., Philadelphia, 

Pa. 
7 Potomac Edison Co., Hagerstown, 
d 


Potomac Electric Power Co., Washing- 
ton, D. C. 


Potomac Light & Power Co., Martins- 
burg, W. Va. 

Public Service Company of Indiana, 
Ine., Indianapolis, Ind. 

Puget Sound Power & Light Co., 
Seattle, Wash. 

Rochester Gas & Electric Corp., Roches- 
ter. iN. x. 

Rockland Electric Co., Closter, N. J. 

Rockland Light & Power Co., Nyack, 
N.Y, 

Round Valley Light & Power Co., 
Springerville, Ariz. 

St. Croix Falls Wisconsin Improvement 
Co., Minneapolis, Minn. 

Savannah Electric & Power Co., Sa- 
vannah, Ga. 

South Carolina Electric & Gas Co., Co- 
lumbia, 8. C. 

South Penn Power Co., Wawnesboro, 
Pa. 

Southern Indiana Gas & Electric Co., 
Evansville, Ind. 

Southwestern Gas & Electric Co., 
Shreveport, La. 

Southwestern Public Service Co., Ama- 
rillo, Tex. 

Suburban Electric Co., Malden, Mass. 

Superior Water, Light & Power Co., Su- 
perior, Wis. 

Tampa Electric Co., Tampa, Fla. 

Texas Electric Service Co., Fort Worth, 
Tex. 

Texas Power & Light Co., Dallas, Tex. 

The Toledo Edison Co., Toledo, Ohio 

Union Electric Company of Missouri, 
St. Louis, Mo. 

The United Illuminating Co., New 
Haven, Conn. 

Utah Power & Light Co., Salt Lake City, 
Utah 

Virginia Electric & Power Co., Rich- 
mond, Va. 

The Washington Water Power Co., 
Spokane, Wash. 

West Maryland Power Co., Oakland, 
Md. 

West Penn Power Co., Greensburg, Pa. 

West Texas Utilities Co., Abilene, Tex. 

Western Massachusetts Electric Co., 
rreenfield, Mass. 

Wisconsin Electric Power Co., Milwau- 
kee, Wis. 

Wisconsin Michigan Power Co., Apple- 
ton, Wis. 

be Power & Light Co., Madisen, 

is. 

Wisconsin Public Service Corp., Mil- 
waukee, Wis. 

Worcester County Electric Co., Worces- 
ter, Mass. 
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Senator Krerauver. Do all these companies get any benefit from 
running Idaho Power Co. ads, Mr. Roach ? 

Mr. Roacw. You mean the companies other than Idaho Power? 

Senator Kerauver. Yes. 

Mr. Roacu. Well, Senator, to the extent that the story of the elec- 
tric-utility industry, the publicly regulated taxpaying industry is told 
to the public and the public receives a factual, clear understanding 
of the industry, I think to that degree do all of the utility companies 
who participate get a benefit. 

Senator Krerauver. Apparently in these advertisements, you have 
all the companies fighting your battle in connection with Hells Can- 
yon ? 

Mr. Roacu. Senator, we are very proud of that. 

Senator Kerauver. The ads I have here are in small print, but we 
have had 1 or 2 of them blown up on large charts. 

Let’s see if these are what we are talking about. This is a blowup 
ofthissmallad. Itsays: 

This will be a needless expense because the local electric light and power 
company already has offered to develop the power at no cost to American tax- 
payers. 

Do you see that, Mr. Roach ? 

Mr. Roacn. Yes, I do, Senator. 

Senator Kerauver. Then it says: 

If the local company does the job the company and its investors will pay for it. 

Do you see that ? 

Mr. Roacn. Yes; I do. 

Senator Kerauver. What does that second ad say ? 

Mr. Buar (reading) : 

You and every other American taxpayer will put up the money if the Federal 
Government does the job. 

Senator Kerauver (reading) : 

You and every other taxpayer will put up the money. 


Mr. Roach, that is typical of advertisements we have in great num- 
ber, put out by ECAP for the Idaho Power Co. 

Do you feel that is a correct statement—“at no cost to the Ameri- 
ean taxpayer” ? 

Mr. Roacu. Senator, I am sorry ? 

Senator Kerauver. All these ads say “at no cost to the American 
taxpayer.” Do you think that is a correct statement in the light of 
the rapid tax amortization awards? 

Mr. Roacu. Yes, Senator, I do. 

Senator Kerauver. So youstill stand by it? 

Mr. Roacn. I certainly will, Senator. 

Senator Kerauver. What difference do you see, Mr. Roach, be- 
tween a cost to the Federal Government by virtue of tax amortization, 
so it has to borrow money to make up for the amount of money it 
did not get, an outright appropriation, insofar as costing the Ameri- 
can taxpayer is concerned ? 

Mr. iaack: Senator, as I tried to outline for you and the other 
members of the committee present this morning, the amount of money 
going to the Federal Government in the form of taxes and other bene- 
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fits as a result of this construction far, far exceeds any possible calcu- 
lated cost to the Federal Government by the temporary deferral of 
taxes under the certificates of amortization about which we are 
talking. 

Senator Kreravuver. Of course, the income that your company gen- 
erates is paid for, as you say, by the consumer. 

Mr. Roacn. Yes; I did say that. 

Senator Kerauver. Under the commissions you get a return of 
about 6 percent on the investment you have in utilities, don’t you, Mr. 

toach? ~=That is the usual commission allowance, isn’t it ? 

Mr. Roacu. I don’t believe it is the usual commission allowance, 
Senator. 

It is used pretty freely, but I presently don’t recall a year in my 
sojourn in Idaho where Idaho Power has earned 6 percent. 

Senator Krerauver. Mr. Kuykendall has testified that is the Fed- 
eral Power Commission’s rule, and he thought that was the average 
amount allowed by the commissions throughout the United States. 

Mr. Roacu. Of course we are subject to the Idaho Public Utilities 
Commission on rate matters, and we have not had occasion to test 
out the Idaho commission’s viewpoint on that because our company 
in its 40 years of existence has had but 1 rate increase, and the effect 
of that rate increase was to produce an average return of somewhere, 
something less than 5 or 6 percent. 

It is now in the neighborhood of somewhere between 5.5 and 5.6 
or 7 on the depreciated rate base, not on the original rate base. 

Senator Warxins. When you say “depreciated rate base,” do you 
mean the value of the plant at the time ? 

Mr. Roacn. Less depreciation, Senator. 

Senator Warxkins. Less the depreciation ? 

Mr. Roacu. Yes. 

Senator Watkins. From the original base ? 

Mr. Roacu. Yes. 

Senator Krravuver. That would be the value of your plant you 
received 6 percent on, would it not, or whatever amount it might be 
they allowed you? 

Mr. Roacu. The net effect of that is that you are getting somewhere 
in the neighborhood of 4 plus percent return on your original invest- 
ment. 

Senator Keravuver. But on your depreciated investment, you get 
somewhere around 6 percent? 

Mr. Roacnu. I said, Senator, somewhere in the neighborhood of 
d.d, 5.6. 

Senator Kerauver. Mr. Kuykendall didn’t say that it was the 
inevitable rule but he said the average was about 6 percent. 

Mr. Roacu. On that I can’t comment because I don’t know that 
to be the average, Senator. 

Senator Kerauver. So tht amount invested is taken into considera- 
tion and is the guide by which State commissions figure your rate. 
This list of companies that supported the ECAP program is a very 
substantial list of companies throughout all of the 48 States. Do you 


know about how large a contribution you made to this program each 
year ? 








706 RAPID AMORTIZATION IN REGULATED INDUSTRIES 


Mr. Roacn. Senator, I don’t. I was conferring with Mr. Kimball 
here to see if he had any recollection of it, and our best guess, Senator, 
and lacking the accurate information it can only be a guess, the pro- 
gram is paid for on so much per meter, depending on the size of the 


company. 

We pay 2 cents or some such figure per meter or 214 cents, and our 
guess at the minute, and I reiterate it is but a guess, that it may be 
in the neighborhood of five or six or seven thousand dollars a year. 

Senator Kerauver. Did you give the Federal Power Commission 
$11,727 for 1956 ? 

Mr. Roacu. Then that is the accurate figure, Senator. 

Senator Keravver. Do you take this off as a business expense on 
your income tax ? 

Mr. Roacu. I am sure we do. 

Senator Kerauver. You have no doubt but what you do? 

Mr. Roacu. For income-tax purposes ? 

Senator Keravuver. Yes. 

Mr. Roacu. Senator, I would be almost positive, but I am not the 
accountant or the treasurer so I ask to have my answer accepted in 
the light of 

Senator Keravuver. That is institutional advertising ’ 

Mr. Roacu. That is institutional advertising and I think it is 
recognized as such by our commissions and I think it is 

Senator Krravuver. You would not consider this in the nature of 
political advertising, Mr. Roach ? 

Mr. Roacu. Senator, as a regulated public utility, our obligations 
is to supply our customers with an adequate supply of the lowest cost 
power obtainable or available to us, and in carrying out that responsi- 
bility to find and develop that type of power, I think that we are 
properly conducting our affairs when we use our best, proper, legal, 
legitimate efforts to obtain that end on behalf of our customers. 

Senator Ker.cver. You would think that calling public power 
socialism and those other things you say about public power—these 
representations you make in all your advertisements—they can be 
considered in the nature of a political effort ; can’t they, Mr. Roach? 

Mr. Roacu. I think it is probably more an effort, Senator, in the 
direction of creating complete understanding as to ideology. 

If ideology is political, why it may be so classified. 

Senator Keravver. You are familiar with the fact, are you not, 
that the Federal Power Commission has ruled that a pamphlet or a 
booklet of a similar nature issued recently must be classified as a 
political effort and cannot be charged against the customers of the 
company as an income-tax deduction ? 

Mr. Roacu. Senator, I don’t think we were involved in the dis- 
tribution of the booklet to which you refer, and my recollection of 
what I have read is that the Federal Power Commission has issued 
an order requiring the companies who participated in the distribution 
of that booklet to charge the cost of that below the line where it will 
become a charge against income available for dividends or against 
stockholders rather than a part of the operating expense which might 
be considered by the Commission for ratemaking purposes, but I 
don’t believe the Federal Power Commission has made any ruling, 
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and I don’t think they are authorized to make any ruling as to what 
income-tax treatment shall be given to those accounts. 

Now my experience in rate cases has been that in every rate case 
the Commission goes through your books with a fine-tooth comb, when- 
ever it may occur, and whatever your accounting has been so that as to 
any item of expense which at the time they feel is not properly charge- 
able as an operating expense, they just automatically lift it out and 
exclude it from any consideration by the Commission without even 
benefit of a formal order. 

Senator Keravver. But you are charging this off as a business 
expense on your income-tax return so that it is really a charge against 
the Government; isn’t it, Mr. Roach ? 

Mr. Roacu. I think it is a legitimate operating expense, and to 
the extent that our income-tax rate is 52 percent, 52 percent of the 
tax becomes a deduction for income-tax purposes, and up to the 
present time I know of no Commission or Internal Revenue chal- 
lenging of the accuracy of that or the propriety of it. 

Senator Kerauver. You will be interested in knowing that the 
matter is being investigated at the present time by the Commissioner 
of Internal Revenue. I am sure you have been advised of that. 

How about the accuracy of these statements about “no cost to the 
taxpayer”? Has that been passed on to the Federal Power 
Commission ? 

Mr. Roacu. Not to my knowledge, Senator. 

Senator Keravver. I notice of these companies participating in 
this program, one of the first is the Arizona Public Service Co. 

Mr. Kimball, is that the company you were with before you came 
with Idaho? 

Mr. Kimpatu. That is correct, 

Senator Keravver. Did you have anything to do with getting them 
to help out with this Idaho Power Co. advertising? 

Mr. Kimpatx. I don’t remember the date of those particular ads. 

Senator Keravuver. Mr. Clifford, what is the date of that para- 
graph? 

Mr. Criirrorp. May 26, 1956, is one, and May 10, 1952, is another. 

Mr. Krmpaut. The only connection that Arizona Public Service Co. 
would have had with respect to those ads would have been partici- 
pation as all of the other companies in contributing to the program. 

From the standpoint of actually writing advertising as such, that 
is done by the agency. 

Senator Kerauver. How long ago was it you left Arizona Public 
Service Co. ? 

Mr, Krmpatu, 1954. 

Senator Kerauver. Was Assistant Secretary of the Interior Orme 
Lewis connected with this company ? 

Mr. Kimpati. At the time he left or shortly prior thereto, he was 
a member of the board of directors of Arizona Public Service. 

Senator Kerauver. Was that during the time you were there? 

Mr. Kimpatt. Yes. 

Senator Kerauver. You mean when he left to come up to be Assist- 
ant Secretary of the Interior? 

Mr. Krmpatt. [ did not understand that. 
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Senator Kerauver. You said before he left, he was on the board 
of directors. Do you mean he left to come up here to be Assistant 
Secretary of the Interior # 

Mr. Kireatzt. At the time he was appointed to that position in 
Washington. 

Senator Keravuver. That was about when, do you remember? 

Mr. Kimpaty. It seems to me like it was the latter part of 1953. T 
am not certain of that. 

Senatro Keravver. Then he was here for quite a while in the In- 
terior Department. In the meantime you went with Idaho Power 
Co., and when did he leave the Interior Department ? 

Mr. Kimpatyu. That was after I went to Idaho as well as I remem- 
ber. I don’t know that date. 

a Senator Keravver. Did he go back to the Arizona Public Service 

o.? 

Mr. Krvpatt. I can’t answer that. I don’t know. 

Senator Kerauver. Did you talk with him about this Idaho Power 
Co. problem ? 

r. Krupa. No, sir. 

Senator Kerauver. You never did talk with him at all? 

Mr. Kropatt. Not at all. 

Senator Krravuver. Mr. Kimball, you and Mr. Roach were well ac- 
quainted with Assistant Secretary Tudor, weren’t you ? 

Mr. Kratz. I was not. 

Senator Keravuver. Mr. Roach was? 

Mr. Roacnu. I was acquainted with him; yes. 

Senator Kerauver. He was with the Corps of Engineers in Port- 
land, and you knew him there? 

Mr. Roacu, I did, Senator. 

Senator Kreravuver. He was Under Secretary and remained in San 
Francisco and between the time of his being named to that post and 
the time of his being confirmed, I believe the record shows you went 
to see him, didn’t you, Mr. Roach ? 

Mr. Roacu. I assume, Senator, you are referring to the record of 
the hearings in the Chudoff committee ? 

Senator Keravuver. Yes. 

Mr. Roacu. I believe I did testify that I had seen him in San Fran- 
cisco during that interval. 

Senator Keravuver. You went over your Hells Canyon application 
with him? 

a Roacu. I don’t remember exactly what all I went over with 
im. 

I am sure that if I visited with him, as I did, I did among other 
things discuss Hells Canyon with him, because for the past 7 years 
or more I discussed Hells Canyon with everybody and anybody who 
would listen to me. 

Senator Kerauver. You said before the Chudoff committee, in an- 

swer to Mr. Lanigan’s question— 
Did you discuss your position in the Hells Canyon situation with him at that 
time—that was referring to the time you saw him between the period when he 
was appointed and when he was confirmed, when you were down at San 
Francisco? 

Mr. Roacu. I am sure I reviewed with Mr. Tudor and with others down there 
our general program for development, planning, and type of projects we were 
going to build, our size and proposed building schedule. 
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Vo you think that is a correct statement ? 

Mr. Roacu. I think it is, sir. 

Senator Keravuver. Did you have anything to say to him in the 
early part of 1953? 

Mr. Roacu. I can’t remember the date. 

You probably have the date there, and whatever the date is, I will 
agree with you it was the date. 

Senator Kerauver. I saw the date here. 

This was before March 1953 apparently, and you came to Washing- 
ton shortly after that. 

Do you think that is true? That is what the record shows. 

Mr. Roacu. If I said it on that date, I am sure what I said to the 
Chudoff committee is true and correct in every respect. 

Senator Kerauver. Before Mr. Tudor arrived here, the interven- 
tion of the Secretary of the Interior was pending against your appli- 
cation. 

You mean you were discussing this matter with Mr. Tudor at the 
time you were trying to get the intervention of the Secretary of the 
Interior withdrawn ¢ 

Mr. Roacn. I don’t ever remember talking to Ralph Tudor about 
withdrawal of intervention, sir. 

Senator Kerauver. Who did you talk with about that ? 

Mr. Roacu. I did not talk to anybody about it. 

Senator Keravuver. Nobody at all ? 

Mr. Roacw. No—I mean I did not talk to Ralph Tudor or any of 
the people who were in the San Francisco office of Ralph Tudor. 

Senator Keravuver. What did you do about getting the intervention 
withdrawn, Mr. Roach? 

Mr. Roacu. I don’t know as I did anything too specific. Every- 
body who would listen to me I said that I thought the proper procedure 
for a Federal agency in the case of an applicant for a Federal Power 
Commission license should be to permit the duly credited body of the 
Congress, the Federal Power Commission, to hear the case in an 
orderly, legal fashion, and that whatever the decision of the Federal 
Power Commission was, that both the Federal agency and ourselves 
should abide by that decision. 

Senator Kerauver. Why should not the Interior Department make 
its position known? Why wouldn’t the Interior Department present 
its position and you present yours? 

Mr. Roacu. It is a Federal agency, Senator, which was appearing 
in an adversary position to a citizen of the United States which the 
Federal Power Commission law had set up as a legal, proper applicant 
for the privilege of developing a stretch of the river that was impor- 
tant to the future power supply and the welfare of the people of our 
service area. 

Senator Krrauver. So you don’t think that before the Federal 
Power Commission, the Interior Department should file an interven- 
tion and you did all you could to get it withdrawn? 

Mr. Roacu. I certainly expressed myself very forcibly, sir, on my 
viewpoint on that, wherever I could get an audience. 

Senator Watkins. Is that both public and private? 

Mr. Roacu. Both public and private. 
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Senator Keravver. In the early part of 1953 you saw Mr. Tudor in 
San Francisco, and then shortly after that he came to Washington, 
was confirmed as Under Secretary, and took his position and then you 
came to Washington, didn’t you? 

Mr. Roacz. Senator, I am in and out of Washington a great deal, 
and if the record shows I came to Washington about that time, I am 
sure I did. 

Senator Kerauver. The record before the Chudoff committee shows 
that you came sometime in March or early April. 

Do you know Mr. R. F. Penman, Mr. Roach ? 

Mr. Roacu. Yes, I do, Senator. 

Senator Keravuver. Who is he? 

Mr. Roacu. Mr. Penman is an engineer employed by Ebasco. 

Senator Kerauver. Mr. B. C. Russell is one of your vice presidents ? 

Mr. Roacu. Mr. Russell is a retired employee who was, up to his 
retirement a few years ago, a vice president of Idaho Power. 

Senator Kerauver. He was vice president in April 1953 ? 

Mr. Roacu. Yes, I think he was. 

Senator Krrauver. Mr. Roach, here is a photostat letter from Mr. 
Penman to Mr. Russell which is taken from Ebasco’s files. I believe 
Mr. Clifford has a copy to show you. Will you identify it, sir? 

Mr. Roacu. It is a copy without letterhead, Senator, with the name 
P. E. Gourdon at the top. It is dated April 24. It is addressed to 
B. C. Russell, vice president of the Idaho Power Co., with no identify- 
ing office location on it. It is signed R. F. Penman and both men are 
correctly identified as I described them here a minute ago. 

Senator Keravver. We will make the letter an exhibit. 

(The correspondence referred to is as follows :) 


Mr. B. C. RUSSELL. 

Vice President, Idaho Power Co., 
Boise, Idaho 

Dear Ben: After our telephone conversation Wednesday, I put in a call for 
Mr. Roach at Boston and he concurred in the program that we had discussed. 
Probably it is desirable to restate the arrangements and arrival dates. 

Jack Mosley will reach Boise Thursday, April 30, from Portland and will work 
with Dick, I assume, in reviewing the load estimates and present resources to 
determine the additional power and energy requirements, the estimated produc- 
tion at the A. J. Wiley hydro, and the estimated production required by months 
from the American Falls steam unit. Jack will need to have a good understand- 
ing of your dump sales arrangement with Utah. 

Mr. Roach also wants Jack to give early consideration to the maximum 
amounts of power and energy that could be secured from Utah and Montana on a 
short-term basis. 

Messrs. Gourdon, Hanson, Fairbanks, and construction cost estimators will 
reach Bannock Hotel, Pocatello, late Sunday evening and early Monday morning 
May 4. Some of these will be in the West. They will make the hotel reserva- 
tions needed. 

After studying the American Falls site, it may be desirable to take a brief 
look at some possible site in the Don vicinity. The question of condensing water 
ay not be insurmountable. 

After the site examinations decision can be made as to who will go to Boise 
for completion of the economic comparison and writing of the report which will 
be assembled by Hanson. 

As discussed by telephone we plan to use your construction estimate on the 
A. J. Wiley hydro and associated incremental transmission required and prepare 
comparable steam plant estimates for 66,000-kilowatt and 100,000-kilowatt units. 

Jack Mosley will need to be in Seattle May 11 to 15, but it is believed that 
he can complete his portion of the work before he needs to leave Boise. This is 
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highly desirable since we realize that you want to make a decision in the very 
near future. 

Secretary McKay’s removal of the proposed American Falls additions from the 
reclamation budget and the policy statement (attached) given by the House 
Appropriations Committee may justify brief consideration of your installing 
additional hydro generating capacity at American Falls. 

Yours very truly, 
R. F. PENMAN. 


Enclosure: Copies to T. E. Roach, P. E. Gourdon, R. M. Hanson, H. K. Fair- 
banks, W. J. Mosley. 


Additional notes to: Messrs. Gourdon, Hanson, Fairbanks, and Mosley: 

Mr. Roach has had recent discussions at Washington which makes him fairly 
optimistic about getting the Oxbow license. Oxbow (151,000 kilowatts) can be 
built for some $160 per kilowatt against Wiley (75,000 kilowatts) for about $230 
per kilowatt. .He desires to find a way to carry his load until Oxbow can be 
completed. However, the others seem quite positive that Idaho must have addi- 
tional generating capacity before Oxbow can be licensed and completed. This 
amplifies somewhat the third paragraph of the above letter. 

Idaho may not be much interested in the alternate steam site in the Don vicin- 
ity. Suggest you follow Russell’s inclination on whether this be looked at. 

Idaho’s propaganda against additional generation at American Falls may 
make it inadvisable politically for them to give much consideration to installing 


hydrogeneration at American Falls now. Russell will have the political feel of 
this, however. 


Even though I have thrown two alternates into the telephone discussions and 
this letter the main assignment still remains: 


(1) Can they safely defer any more generation until Oxbow can be completed? 
(Roach’s principal question). 
(2) How do the Wiley hydro and the American Falls steam unit compare 
economically? (Russell’s principal question). 
Mr. Roach feels that the steam unit might show fair!y well for the early years 
but would not be as economic with Oxbow, Hells Canyun, and Brownlee in opera- 
tion—and he may need to agree to build all of these fairly early to secure his 


Oxbow license now. 

Senator Kerauver. At the bottom of the letter, there are notes 
about copies to Gourdon, Hanson, Fairbanks and Mosley. The first 
paragraph says: 


Mr. Roach has had recent discussions at Washington which makes him fairly 
optimistic about getting the Ooxbow license. Oxbow (151,000 kilowatts) can 
be buit for some $160 per kilowatt again Wiley (75)— 
and so forth. So that identifies the time you were in Washington. 
You came here shortly after Mr. Tudor did and after the new ad- 
ministration took office, to see about your license. 

What was it that made you so optimistic about the license? 

Mr. Roacu. Senator, I felt that economics, engineering, and good 
sound judgment was on our side that in the hearings before the 
Federal Power Commission we would prove beyond any shadow of 
doubt that it was the superior way to develop that streetch of the 
river, and I never have failed to have that conviction, and it was that 
and nothing more. 

Senator Kerauver. When you were here on that occasion, did you 
see Mr. Tudor? , 

Mr. Roacn. I don’t recall that I did. 

Senator Keravuver. Did you see Mr. Kuykendall? Did you talk 
to him about it ? 

Mr. Roacn. To the best of my recollection I have seen Mr. Kuy- 
kendall once in my lifetime, and that for about 5 minutes when I 
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merely met him in his office to introduce myself to him and teli him 
who I was and walk out of the office. 

Senator Keravuver. Did you talk with him when you were here on 
that occasion, do you remember ? 

Mr. Roacu. I don’t remember whether he was here then or not. 

Do you know when Mr. Kuykendall came to Washington ? 

Senator Krrauver. He was confirmed shortly after that. 

Mr. Cuumpris. July 1953. 

Senator Krrauver. No; May 1953. Did you see Mr. McKay when 
you were here on that occasion ¢ 

Mr. Roacu. I saw Mr. McKay on one occasion, Senator, again for 
about 5 or 10 minutes in his office; I don’t know how long after Mr. 
McKay became Secretary. It was merely a courtesy call. I had 

casually know Mr. McKay when he was Governor of Oregon when 
I was living in Portland. 

Senator Krrauver. Mr. Roach, I am trying to find who it was you 
talked with who strengthened your belief and made you fairly opti- 
mistic about getting the Oxbow license. 

Mr. Roacu. Senator, I remember this letter very well because 

Senator Keravuver. Interior was still intervening when you were 
here, and they did not withdraw until May, so here in April you were 
fairly optimistic. I am trying to find out who you talked with who 
made you optimistic. 

Mr. Roacu. Senator, I did not talk to anybody because the mere 
fact that Interior was intervening did not in any whit diminish my 
confidence. 

The occasion for this 

Senator Keravuver. Did you talk to Mr. Aandah! about it? 

Mr. Roacnu. Well 

Senator Kerauver. Whom did you talk with about it, Mr. Roach ? 

Mr. Roacu. When I was here in April, on April 24, 1953, Senator, [ 
could not begin to tell you whom I talked with because, as I said, I 
have occasion to come into Washington frequently, and I visit around 
Washingtona lot. I visit with 

Senator Kerauver. But this was an unusual time. 

Mr. Roacu. It was not as far as I was concerned, Senator. 

Senator Kreravver. The new administration had just come in; there 
was a change in the Interior Department, a general shakeup of the 
situation in W ashington. 

Mr. Tudor, whom you had seen in San Francisco, had come to 
Washington to be Under Secretary. Mr. Kuykendall had been named, 
although he may not have been confirmed. I am advised he was 
confirmed on April 23, the day before this letter 

Mr. Roacu. I did not see 

Senator Kreravver. Or had been nominated ; so that was not just an 
average time. 

You were coming into Washington with a very changed situation, 
and you grew more optimistic about the granting of the Oxbow license. 
Tam trying to find out who you talked with. 

Mr. Roacu. Well, Senator, I talked to Mr. Kuykendall on a very, 
very short visit, the only one I have ever had with Mr. Kuykendall, 
long after he was made Chairman of the Federal Power Commission. 
Now, I cannot tell you how long after. 
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So that there will be no mistaken inferences drawn from this letter 
which contains somebody else’s statement that I was optimistic about 
it, this letter, as I remember it, was handed to me also on the Chudoff 
committee, and I had occasion to refresh my memory at that time, and 
I had not forgotten the circumstances. AE 

We were faced with a very critical situation in Idaho as to where 
we were going to get power to supply our customers. - 

We had no knowledge, with the fanatical opposition that was devel- 
oping against us by the National Hells Canyon Association, how long 
our proceeding before the Federal Power Commission would be strung 
out and delayed. +f ; 

As good business people, where there is responsibility as public 
utility agents, we were considering alternatives, if we were unduly 
delayed or hung up, what would we do to supply power for Idaho 
Power. 

As one of the steps I took, I arranged with the Ebasco Services, as 
well as with the Bechtel Engineering Co. in San Francisco, to make 
some quick engineering studies as to what the possibilities were and 
what the cause of it might be for developing an emergency supply 
of steam power in the area of American Falls or Pocatello. 

I went from Washington to Boston. At Boston late one night I got 
a call from this Mr. Penman who was making arrangements for engi- 
neers to go out, and he was suggesting over the telephone some addi- 
tional possibilities that were very costly to us. 

We were debating the thing back and forth, and he posed the ques- 
tion to me as to whether we ultimately hoped we would be successful 
in getting our license for these projects or whether we had better 
go ahead and make some permanent plans to go to steam instead of 
hydrogeneration, and if we had any convictions in that connection, 
then the course of the study would take a different trend than would 
a study that had to do with a possibly small temporary emergency 
installation which could be built for much less money and with much 
less of the refinements that would go into a permanent major project. 

That was the germ of his comments to whomever he sent a copy 
of this letter. These were the men who were coming out to make the 
study for us, Gourdon, Hanson, Fairbanks, and Mosley. 

Senator Keravuver. Yes, I know. 

But I am trying to find who it was you talked with when you came 
here under that situation that made you optimistic. 

I cannot help but recall that Mr. Wyckoff received the names of 
certain officials and put them into a memorandum which he got from 
Mr. Gordon Gray. One of these was Sherman Adams. 

Did you talk with him? 

Mr. Roacu. No; I have never met Mr. Adams. 

Senator Kerauver. General Persons or Governor Pyle ? 

Mr. Roacu. Never met either one of the gentlemen. 

Senator Kerauver. Mr. Kimball, you were associated with Gover- 
nor Pyle in Arizona, were you not? 

Mr. Krratyi. Yes. I knew Governor Pyle down there. I knew 
Senator Goldwater down there and a number of other people. I as- 
sociated 


Senator Kerauver. Were you here with Mr. Roach when he came 
In the early part of 1953? 
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» Mr. Kiupatt. No, sir. I was not with the company at that time. 

Senator Keravver. Did you talk with Governor Pyle about this 
matter ? 

Mr. Krpatt. No, sir. 

Senator Keravuver. Mr. Roach, who did you have carrying the ball, 
so to speak, and helping you most in this fight that you were in? 
Was Governor Langlie one of your big torchbearers in this matter? 

Mr. Roacu. Well, certainly Governor Langlie was opposed to a 
high Hells Canyon dam and in favor of the development of that 
stretch of the river by a taxpaying enterprise, Senator, and to the 
extent that he took a very firm position in that direction—I would not 
say he was one of our torchbearers, but I think that his convictions 
were somewhat similar to ours. 

Senator Keravuver. You were in close consultation with him, were 

ou not? 
Mr. Roacn. No, Senator. Governor Langlie is a man that the only 
time I ever met him, met Governor Langlie, was on one occasion when 
he was in Boise as the principal speaker at a chamber of commerce 
banquet, and I had the privilege of being introduced to him. 

Senator Keravver. The reason I said “torchbearer” is that the let- 
ter, December 7, 1953, from Frank McLaughlin, the president of 
Puget Sound Power & Light Co., to Mr. Jacob Bleibtreau, of Abraham 
& Co., of New York—he is a broker allied with Ebasco, I believe— 
says in part: 

It should be appreciated that Governor Langlie, who is close to the Eisen- 
hower administration, has carried the torch for the Idaho Power Co.’s proposed 
developments on the Snake River. 

I wondered what that was about. 

Mr. Roacu. Certainly I cannot answer for Mr. McLaughlin, Senator. 

Senator Kerauver. Who did you talk with when you came here on 
that occasion ? 

Mr. Roacu. In Washington ? 

Senator Kerauver. Yes, sir. 

Mr. Roacu. I never come to Washington, Senator, that I do not talk 
to our congressional representatives in Washington. 

Senator Kerauver. I know. But I am trying to find who you 
talked with that made you optimistic, Mr. Roach. 

Mr. Roacn. Senator, I told you why I was optimistic. 

Senator Krerauver. [ know. But whom did you talk with / 

Mr. Roacu. Well, I talk a lot myself, Senator, about it, but I have 
consulted with my good friend, Mr. Parry, here, the members of our 
own staff 

Senator Keravver. Mr. Roach, I am not talking about that. Of 
course, you talk with Mr. Parry and Mr. Kimball, but Mr. Kimball 
was not with you then, and I do not know whether Mr. Parry was here 
with you or not. But you were here on a very important mission, and 
Lam trying to get who it was that you talked with. 

Mr. Roacu. Well, Senator, in that particular period I think one 
of the things I was here on was probably raising some additional 
money, and I probably had some business over at the Federal Power 
Commission which has complete jurisdiction over our security issues ; 
and in the course of my visit East, as I recall it, if I can think back to 
the Chudoff committee hearing of a year ago, I happened to be in 
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Washington on that particular occasion for 1 day only, and I was at 
that time making a long trip around the country, as I do at least twice 
a year, to visit all the centers of financial interest, either direct or in- 
direct in Idaho Power, so as to keep my fences built up from a finan- 
cial end and to be sure that everyb iy was fully acquainted with 
Idaho Power and its financial plans and its programs; and in Wash- 
ington, as a rule, if I am here, there is some business that involves 
Federal Power Commission, either in connection with financing or in 
connection with accounting or in connection with engineering or 
construction, and I do not have any other agency except occasionally 
I come and visit with, on matters of general business, with the Bureau 
of Reclamation. 

Senator Keravuver. Mr. Roach, you certainly must have talked with 
Mr. Penman because he is a reliable man, and he had this information 
which he passed to quite a number of people. 

Let me read this again: 

Mr. Roach has had recent discussions at Washington which makes him fairly 
optimistic about getting the Oxbow license. 

Apparently you told Mr. Penman about it. 

Senator Warxrins. Whois this letter from ? 

Senator Kreravver. This is a letter from Mr. Penman, the Ebasco 
engineer, to Mr. Russell, the then vice president of the Idaho Power 
Co., and he sent these particular notes to quite a number of people. 
A copy went to Mr. Roach. 

Senator Warxrns. I thought from what you had been asking pre- 
viously that it was Mr. Roach who had written a letter stating that 
he was optimistic. 

Senator Kerauver. No. Mr. Penman wrote the letter and he sent 
a copy of the letter to Mr. Roach. 

You talked with Mr. Penman, obviously, had you not, Mr. Roach ? 

Mr. Roacu. As I explained, Senator, Mr. Penman called me in 
Boston regarding this hurry-up study they were going to make for 
us on steam. 


Now, I cannot er responsibility for any expressions or language 


that Mr. Penman might have used. 


I am sure that I expressed to him, if he asked me about it, as I ex- 
pressed to everybody, my complete confidence that ultimately we 
would be successful in proving to the satisfaction of the Federal Power 
Commission that our plan of development under the test specified in 
the Federal power law, would prove to be the soundest and the most 
economic in the public interest, and I never wavered for a moment, 
irrespective of whom I might talk to. 

_ Senator Keravver. I am not questioning your own determination 
in your own mind, Mr. Roach. 

What I am trying to get at is who did you have discussions with. 

Mr. Roacu. I told you with everybody who would listen to me, 
Senator, and I cannot at this moment sit down and enumerate. 

Senator Krrauver. Who would listen to you on that occasion is 
what I am trying to find out. 

Mr. Roacu. Well, I am sure that Senator Henry Dworshak listened 
tome. I am sure that Congressman Budge listened to me. I am sure 
that Herman Welker, Senator Herman Welker, listened to me, and 
if I had an opportunity to talk to any other of the congressional dele- 
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gation by appointment, as I frequently did, I am sure they listened 
to me. 

Senator Keravuver. Did you see them on this occasion ? 

Mr. Roacu. I cannot tell you that, Senator. As I say, I am sure 
I saw the members of the Idaho delegation, which I always do when 
I come to Washington. 

Senator Kerauver. Whom did you see in the Interior Department ! 

Mr. Roacu. I do not recall having seen anybody that particular 
day in the Interior Department. I might have, Senator. I would 
not deny I might have seen somebody there. 

hoe aes Keravver. Did you see Mr. Tudor when you were here 
then ¢ 

Mr. Roacn. I do not recall that, Senator. If you have any dates 
or anything that indicates I saw Mr. Tudor, I will freely admit it. 

Senator Kerauver. You had been talking with him about the Idaho 
Power matter in San Francisco before he came, and then he came 
here about that time, and you came about that time. 

Mr. Roacn. Well, you remember, Senator—pardon me. 

Senator Keravver. I just wondered if he would not have been 
one of the people that you talked with, since you talked the matter 
over with him previously. 

Mr. Roacu. Senator, in the Chudoff committee record there is a 
reference to one date on which I saw Under Secretary Tudor, and 
it might have been this date or it may have been some other date. I 
am sorry that my memory does not enable me to give you with any 
exactness the dates on which I talked with Mr. Tudor. 

a ener: Keravuver. Did you know Mr. Orme Lewis, as Mr. Kimball 
id ? 

Mr. Roacu. No, I did not, Senator. But I did meet Mr. Orme 
Lewis. I went over to the Interior Department some time after he 
came back here and sought an audience for the express purpose of 
introducing myself to him. That was the one and only occasion that 
I ever met or talked with Mr. Lewis. 

Senator Keravuver. Then you cannot tell us anybody with whom 
you talked when you were here on that occasion that made you 
more optimistic about it, Mr. Roach ? 

Senator Warkrns. I would like to ask the witness a question. It 
seems like we are not getting anywhere. 

Were you more optimistic then ? 

Mr. Roacn. More optimistic than when, Senator ? 

Senator Watkins. Than at some other time. You said you always 
were optimistic that finally your appeal would win. 

The chairman seems to think there was a period when you were 
not so optimistic, and suddenly you got more optimism. 

I would like to find out what the truth is: Did you or did you not 
get more optimistic ? 

Mr. Roacu. My optimism has not changed a bit, Senator Watkins, 
from the very beginning. 

Senator Kerauver. You do not recall anyone else you spoke to 
on that occasion ? 

Mr. Roacu. I cannot, Senator; I am sorry. 

Senator Keravuver. Mr. Roach, who bought the promissory notes 


of $40 million that you received permission to issue in April 1957? 
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Whom did you sell the promissory notes to or who took the promis- 
sory notes? 

Mr. Roacu. The order to which you are referring is an order au- 
thorizing us, as we needed, to make short-term bank borrowings up to 
a maximum of $40 million. 

Senator Kreravuver. That is on April 24, 1957? 

Mr. Roacn. Yes. 

Senator Kreravuver. But I had understood you made a substantial 
loan from some insurance or investment company for a large part 
of that sum ? 

Mr. Roacn. No, Senator; that is incorrect. It refers solely and 
exclusively to short-term bank borrowing, and my recollection is that 
as of May 30, the end of last month, we had of that authorization 
about $414 million borrowed, which is divided equally between the 
Bankers Trust in New York, the Guaranty Bank in New York, and 
the First National Bank of Chicago. 

Senator Kerauver. Our records show in connection with your 
Idaho Power Co. debt that on December 1955 you had a $60 million 
long-term note maturing in 1973-81; that in March 1956 you issued 
another note of $4,300,000, a 1-year promissory note; that on June 
14, 1956, you issued $14,800,000 in 1-year promissory notes; January 
17, 1957, $20 million in long-term mortgage bonds; and on April 24, 
1957, you got permission to issue the $40 million promissory note. 

Who are the financial institutions who have undrewritten the pur- 
chase of these bonds and notes ? 

Mr. Roacu. Well, Senator, there are no notes other than the bank 
notes outstanding at any time. 

The bonds to which you refer are first-mortgage bonds which are 
issued under authority of a permit granted by the Federal Power 
Commission, and in most instances, so far as I know, with respect to 
those specific issues to which you referred, sold under the adminis- 
tration and direction of the Federal Power Commission at competitive 
bidding; and 

Senator Kerauver. I know. But who handled them? 

Mr. Roacu. Well, in the first instance 

Senator Keravver. Who purchased or who underwrote them ? 

Mr. Roacu. Well, the issue of bonds in January this year to the 
extent of $20 million was purchased by the highest bidder, who at that 
time was Salomon Bros. & Hutzler. 

The previous issues of bonds—let’s see, I think, Blyth & Co., of New 
York, were the high bidders on the 1 or 2 issues prior to that time, 
and they, in turn, distribute them at retail to the general public. 

Senator Keravuver. Will you get the names in detail, Mr. Roach ? 

Mr. Roacn. Senator, I have no way of telling you who the bond- 
holders are. 

Senator Keravuver. I mean names of the companies, the investment 
houses, that handled, that underwrote the bonds, or purchased them. 

Mr. Roacu. I think that is what I was giving you, Senator. 

Senator Kerauver. I mean, do you know them all or can you get us 
the information ? 

Mr. Roacu. I can go back over our records, Senator. 

How far back are you talking about? 
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Senator Keravver. This series I have spoken to you about begins 
December 31, 1955. 

Mr. Roacu. Beginning December 31, 1955 ? 

Senator Keravuver. You issued $60 million in bonds. 

Mr. Roacu. No, we did not, Senator; I am sorry. 

Senator Keravver. That is the information I have. 

Mr. Parry. That is the accumulated outstanding. 

Mr. Roacu. That is the total outstanding of a particular day. 

Senator Keravuver. That was the total outstanding ? 

Mr. Roacu. Well, Senator, they date clear back to 1943. 

Senator Keravver. Give us the ones since that time, then. 

Mr. Roacu. Since when; 1943 ? 

Senator Kerauver. No; since December 1955. 

Mr. Roacu. Well, Salomon Bros. & Hutzler; the only bonds we 
have sold since 1955 were the $20 million of bonds sold in January of 
this year, and the successful bidder was Salomon Bros. & Hutzler. 
That may not be the complete name of the investment firm, but that is 
the principal name of it, in New York. 

Senator Keravuver. What interest did they take the bonds at? 

Mr. Roacu. They were 414 percent bonds, Senator, that sold at a 
slight discount, to us at a slight discount—well, 414 percent bonds is 
what they were. 

. eee Keravver. Does that discount cost you more or cost you 
ess 

Mr. Roacu. It will cost us a little bit more. 

Senator Keravuver. So it is 4.55 on the $60 million, do you think? 

Mr. Roacu. Well, it was not on $60 million. It was on $20 million 
and our cost approximated 4.65, as I remember it, Senator. 

Senator Kerauver. When did Blyth & Co., come into the picture? 

Mr. Roacu. Well, they bought some of the previous issues, included 
in the $60 million of outstanding bonds. 

Senator Keravuver. Was that competitive bidding ? 

Mr. Roacu. Yes, sir. 

Senator Keravuver. Mr. Roach, can you explain this sequence of 
events—how the Federal Power Commission, which knew nothing 
about the tax amortization after it was originally mentioned, as 
developed in the testimony before us here, happened to approve your 
$40 million promissory note application the day before the ODM 
made public the tax certificates? 

Mr. Roacu. Well, Senator, I do not see any relation between the 
two. 

Senator Kerauver. You knew about the tax certificate before, on 
the 18th, or some time before the 24th or 25th? 

Mr. Roacu. We knew about it on the 18th. 

Senator Kerauver. Did you tell the Federal Power Commission 
about it ? 

Mr. Roacu. Well, I am sure we did not, Senator. There is no 
arama, caapehrrn the two things. 

Senator Keravver. You did not seek to amend your statement to the 


Federal Power Commission where you said you wanted to use con- 
ventional financing? You did not mention the rapid tax amorti- 
zation ¢ 

Mr. Roacu. Senator, you mean in our applicaiton to the Federal 
Power Commission ? 








RAPID AMORTIZATION IN REGULATED INDUSTRIES 719 


Senator Keravver. For the promissory note. That has been ex- 
amined and rapid tax amortization was not mentioned. 

Mr. Roacu. Well, where did conventional financing enter into it? 

Senator Kerauver. That is in your application for the $40 million 
promissory-note authority; you set up your supporting papers which 
showed you were going to endeavor to do it by conventional financing. 

Mr. Roacu. Well, the only bearing that has on it, Senator, is that 
you borrow money at a bank for 6 months, and you always have a 
maturity on a note. You have to be prepared when the note comes 
due to pay the loan off. 

We usually make our borrowing arrangements on the basis of 6- 
month notes, with the privilege of a 6-month extension, and when we 
make application to the Federal Power Commission for short-term 
borrowing, we have to tell them in what manner we expect to meet the 

ayment of the note at the bank when it comes due; in other words, 

ow we are going to liquidate the short-term notes. 

So we outline in our application the manner in which we expect to 
do it, how we expect to reimburse the Treasury by selling bonds and 
stock to provide public funds which will be used, first, to retire all of 
our bank debt; and then, as to any amount remaining over and above 
the bank debt, to use it in our construction program. 

Senator Warxrns. Could I ask a question at that point? 

Senator Kerauver. Let me just get this one point cleared up. 

The point I was trying to make is that even at the time you filed 
ord application for the promissory notes, you still said nothing to the 

ederal Power Commission about rapid tax amortization, although 
you knew it at least a week before the Federal Power Commission 
acted. ‘They were still in the dark about it. The petition was not 
changed. 

Did you tell your bankers you have been awarded the rapid tax 
writeoffs? 

Mr. Roacu. I did not, Senator, because the banking arrangements 
were made in January of this year when I was east in January, the 
early part of February, when I at that time went to the 3 banks and 
arranged for a line of credit, a $40 million line of credit, subject to the 
approval of the Federal Power Commission. So far as any benefits 
from the rapid tax amortization certificate is concerned, those would 
not be available to the company before 1960, and would be of no value 
or no benefit in meeting 6-month and 12-month bank obligations. 

— Keravver. It might be if it had to be extended over a period 
of time. 

Mr. Roacn. We cannot under the Federal Power Commission order 
extend them without their express approval. 

Senator Keravcver. Unless you get their permission ? 

Mr. Roacn. That is right; and we do not anticipate doing that. 

Senator Kerauver. Mr. Roach, who did you tell about having re- 
ceived the rapid tax amortization certificate when you were informed 
about it on the 18th, or whenever it was? 

Mr. Roacu. Senator, I do not remember telling a soul. 

I was in San Francisco at that time, and I learned about it not on 
the 18th. The office learned about it on the 18th; but I learned about 
it a couple of days later in a telephone call with my office; and I do 
not recall, other than subsequent to my return home, mentioning it 
to a couple of our directors, I do not remember telling it to anybody. 
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We did not feel it was any occasion to be telling anybody. 

Senator Keravver. What directors did you tell about it? 

Mr. Roacu. I do not know. We have—— 

Senator Kerauver. You said you mentioned it to a couple of your 
directors. 

Mr. Roacu. We have 14 directors. 

Senator Kerauver. Who are they? 

Mr. Roacu. We have Mr. C. C. Anderson, who lives in Boise, whom 
I saw, and we have a Mr. P. G. Batt, who lives over at Caldwell, whom 
I see on frequent occasions; and we have another director who lives 
in Nampa, Mr. W. J. Lloyd. 

Senator Keravuver. Do you think you told them? 

Mr. Roacu. I am reasonably sure [I did. 

Senator Kerauver. Who called you from Boise to San Francisco 
to tell you about it; Mr. Kimbail ? 

Mr. Roacu. I do not think anybody called me. I call the office when 
I am away, and I think I talked to my secretary, and in enumerat- 
ing the things that were happening around the office, or what had 
taken place, she mentioned that we had had word that the certificates 
had been issued. 

Senator Kerauver. You treat that rather casually; that was a big 
event in your life, was it not, Mr. Roach? 

Mr. Roacu. Senator, I do not consider it a big event, really. 

Senator Kerauver. You mean you do not consider this tax certificate 
a big event ? 

Mr. Roacu. The Supreme Court decision was a big event in my 
life and the Federal Power Commission order was a big event in my 
life; but this other is routine, Senator, getting an ODM certificate, 
of which there have been 22,000 issued, and I do not consider, at least 
from past practice and experience, that that is anything out of the 
ordinary. 

Senator Keravver. Mr. Kimball, who did you notify that you had 
received word? 

Mr. Kiwpatu. The officers of the company who were present at 
that time. I mentioned it to Mr. Inman after I had gotten word of 
it. I mentioned it to Mr. Gale. 

Senator Kerauver. Who? 

Mr. Krmpatu. Gale—G-a-l-e, who was vice president in charge 
of operations and construction. 

I mentioned it to Mr. Rogers, who is the vice president in charge 
of finance for the company. 

I believe those are the three I have talked to. 

Senator Keravver. Mr. Parry, did you find out about it? 

Mr. Parry. I learned about it as a part of a general conversation 
with Mr. Inman. 

We had a number of condemnation cases, and some damage cases, 
which are entirely disassociated from this matter, and he and I had a 
general conversation on the afternoon of the 18th and the morning of 
the 19th, and as a part of it he said, “We have one more thing be- 
ind us; we have got the certificate,” and that is how I learned about 
t 


1 


‘Senator Keravver. Who did you tell about it ? 
Mr. Parry. No one. 
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Senator Keravuver. You do not remember anyone that you, told? 

Mr. Parry. Not a single person. I may have told my wife: 

Senator Keravuver. How did your secretary —— 

Mr. Parry. One of my partners, Mr. Fix, has been in a lot of these, 
and I am sure I told him. 

Senator Kerauver. Mr. Fix? 

Mr. Parry. C. E. Fix. 

Senator Keravver. Is he one of your law partners? 

Mr. Parry. Yes, sir; that is why his name is not in the title. 

[ Laughter. | 

Senator Keravuver. Mr. Roach, I am wondering how your secre- 
tary knew about it. 

Mr. Roacu. I suppose Mr. Kimball told her. 

Mr. Krupatu. Her office is right next to mine and I am quite sure 
in the course of the day sometime I said to her: ‘ 


If Tom calls in, why, tell him that the certificates have been granted. 


That is the extent of the conversations there. 

Senator Kerauver. All right. 

Now, Mr. Rainwater is here and I wanted him to explain how he 
figured 

Senator Watkins. Mr. Chairman, I have some questions. 

Senator Kerauver. I wanted Mr. Rainwater to explain how he 
figured a loss to the Federal Government, and why he used com- 
pound interest instead of simple interest. 

Suppose we have a 5-minute recess. 

(A short recess was taken.) 

Senator Kerauver. We will resume. We want to get Mr. Rain- 
water back to his job as soon as possible. 

Mr. Rainwater, the compilation insofar as the arithmetic and fig- 
uring of compound interest at 314 percent on the amounts—just a 
moment, off the record. 

(Discussion off the record.) 

Senator Kerauver. Mr. Rainwater, no one questions your cal- 
culations insofar as the arithmetic of reaching $83.5 million on the 
314 percent, on the amount that the rapid tax amortization is in- 
volved, which does not require the Idaho Power Co. to pay during 
the first 5 years, and no one questions your calculations of 6 percent 
by which you reach $339 million of benefits to the Idaho Power Co. 

The question has been raised as to why, in considering the loss 
of the Federal Government, how you happened to use compound 
interest, and on what basis you figured this. 

Would you give us an explanation ? 





STATEMENT OF RUSSELL C. RAINWATER, CHIEF ACCOUNTANT, 
FEDERAL POWER COMMISSION—Resumed 


Mr. Rarnwater. All right. 

Senator, I have made this comparison on the basis of comparing 
what the Government would have to pay for borrowed money begin- 
ning with the very first year that the six-million-odd dollars of taxes 
which would have come in under a straight-line depreciation, and 
which did not come in; I have figured that we would have to pay 314 
percent on that. 
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Senator Warxrns. When did you begin that? 

Mr. Rainwater. I begin that in the year 1958, which is the first 
year after the amortization certificate takes effect. 

Senator Watkins. I understand it is a later date than that. There 
has been some testimony to the effect that it comes at a later date. 

Senator Kerauver. Brownlee comes in in 1958, 

Senator Warxrns. I understood it was a year after the construc- 
tion had been finished before the first 

Mr. Ratnwater. We used 1958. However, it would have been 
just as well if we had taken 1959 because we are taking any 50-year 
period. It does not make any difference what it is. 

It is the 50-year period immediately after the certificates became 
effective and construction was completed. 

In other words, there is a $6 million in the way of taxes which 
the Government would have gotten if there had been straight-line 
depreciation figured on the return. Instead, if they take a 20 per- 
cent, there is a differential in taxes coming in of $6 million. 

So I have assumed, in order to get that, that the Government 
would have the need for that and it would cost them 314 percent. 

Senator Warxins. Did you figure any offsets? 

Mr. Ratnwater. Not in this. I will mention an offset in just a 
moment. 

But this is a straight comparing of the straight-line depreciation 
which they have been using in the past as against the fast writeoff 
of 20 percent in the first 5 years. 

Senator Kerauver. Would you answer this while you are on that 
question: Then that would be true as long as the Government is in 
debt; is that correct ? 

Mr. Rarnwater. Yes; as long as the Government has a need for the 
money. 

Senator Warxtns. Let me ask you this question: Wouldn’t you 
have offsets, not only the one offset—I think you have in mind under 
section 167 of the Federal Code one offset—but, also, the offsets that 
would be coming in from the benefits of this project ? 

Mr. Ratnwater. Well now, the benefits are something else. 

This is strict figuring what one method of comparison would be 
against the other. It is the basis on which they filed their return. 

Benator Warxins. It is based on some kind of an assumption; is it 
not $ 

Mr. Ratnwater. That is right. 

But I would like to, if I could just explain how I figured this, then 
I can talk to you later 

Senator Warxrns. I will question you later. 

Senator Keravver. All right. j 

Mr. Rainwater, you may finish, and we will ask you questions later. 

Mr. Rarnwater. I have assumed that the Government would have 
a need for the money, and it would cost them 314 percent, and at the 
end of the year, figuring the interest for 1 year, of course, the interest 
would not be there; that is, they would not get it from the company, 
so that would mean again they would have to borrow it to pay the 
interest. So there is, that is, where you get your compounding effect. 

Senator Warxins. Who would have to borrow it? 

Mr. Ratnwarter. The Government would have to. 
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Senator WarKins. Even though benefits that came from the opera- 
tions of the company brought in more than the interest ? 

Mr. RatnwateEr. Well, think—this is a comparison strictly against 
one basis of the return, on the basis of the way the company has been 
filing their returns in the past, using a straight-line basis of deprecia- 
tion against this so-called fast writeoff. 

Now, the question of offsets, if I could just leave the offsets out of 
the picture until I can get this first computation explained, why, I 
think, it would be helpful. 

Senator Keravuver. Very well; proceed, Mr. Rainwater. 

Mr. Rarnwater. So I have go to assume that it is the same sort of 
a situation to the Government as, for instance, it is to the company. 
The company has to borrow money and pay it annually. 

Now, so there is a cost to the Government the same as there would be 
to a corporation. 

It may be that it is not at the same rate, but they would have to pay 
whatever they have not gotten in taxes, and they would have to pay 
interest on that. 

Then, if the interest does not come in, because obviously it would not, 
why then, they would have to borrow money to pay the interest, and 
that is how you get your compound effect. 

It is inensenate that you would get that sort of a situation. You 
could not figure this at simple interest. 

So that is what I have done all over the 50 years, and I have taken 
first the first 6 years when there is the loss in taxes of $6 million a year, 
and then beginning with the sixth year, when the company has fore- 
gone—they have gotten these big tax deductions in the first 5 years; 
then in the sixth year these tax deductions, of course, are not avail- 
able, so they will have to start paying this back, but they get the 45- 
year period to pay it back on the basis of using a straight-line basis 
of depreciation. 

So it takes you 45 years to pay it back, and in the meantime this 
interest base is still growing because of the small amount expended. 

Senator Watkins. That would be true if you consider just this one 
facet of the transaction. But if you are taking the whole Idaho oper- 
ation, what it does, and try to get the net effect, what would come out 
of that operation, you might have a different story. 

Mr. Rarnwater. Well, I have got to take this in steps, and the first 
step is what is the benefit of the tax certificate as against the ordinary 
depreciation basis which they use in the ordinary return. 

em the next step is that they would know that under section 167 
they could avail themselves of a liberalized depreciation method, which 
would give them something much larger in the first half of the service 
life, that is the first 25 years, and the small deductions in the last 25 
years. 

Senator Watkins. They get that without even going to the ODM. 

Mr. Ratnwater. They could have; yes, sir. 

Senator Watkins. That is available. 

é 7 RartnwatTer. They have that option under the Internal Revenue 
ode. 

So I computed that, what that would be. In other words, the com- 

utation I made was that as against the $83 million they would have 
enefits—I mean they would have this other possible offset, comparing 
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one method against the other, that that would have cost the Govern- 
ment $24 million as against the $83 million it cost the other way. 

Senator Warxrins. How does it cost the Government if you do not 
have it coming? The Government has said that it is not owing, to 
begin with. 

» Rarywater. Well, again I am comparing it with straight-line 
depreciation which is certainly—there is no question but what under 
section 167 of the code that they do get a definite benefit. 

I am merely trying to show that they could have gotten that, but 
they could not get both, so far as the $65 million is concerned. 

Senator Warxrns. I understand that. 

Mr. Rarnwater. They get the fast writeoff over 5 years or they 
could have, if they had not gotten the certificate; they could have still, 
as I understand it, availed themselves of their option under section 167 
and adopted that method and, of course, that would have cost the 
Government, in comparison to what the old method of figuring income 
taxes was 

Senator Kerauver. Any further questions ? 

Senator Warxrns. Yes. 

What you mean by that is that the Government would not have 
quite that much income. 

Mr. Ratnwater. The Government would have had 

Senator Warkins. Less that amount. 

Mr. Rainwater. In comparison the way the return has been filed 
for, the Government oat have had a possible loss of $24 million. 

Senator Warxrns. They would not have had an income. That does 
not necessarily mean a loss. The loss assumes you already have it and 
then you lose it. 

Mr. Rainwater. Well, I mean a loss measured in terms of they 
would have the cost of money, they would have to go out and borrow, 

Senator Watkins. That would mean they would not have quite as 
much income. 

Mr. Ratnwater. That is right; yes, sir. 

Senator Warxrns. Because there was no obligation on the part of a 
company to pay that amount of money by virtue of the law. 

Mr. Rarnwater. That is right; yes, sir. 

I think it would be—going back again to this question of simple 
interest versus compounding it, I think it would be fantastic about 
working this out on the basis of simple interest, on the theory that 
the Government would wait 50 years for the money. 

You consider the cost to the Government the same way you would 
toacorporation. Nocorporation could go out in any ordinary financ- 
ing that I know of and borrow money that way. They have to pay 
their interest every year. 

Senator Watkins. Of course, if you did that with the interest, if 
there were benefits coming in at the same rate of figuring, the same 
formula should apply to the benefits as well, because it would take 
the place of money the Government would have to buy. 

Senator Kerauver. You mean by benefits the fact that there would 
be some taxes on the properties? 

Senator Warxins. There are a lot of benefits coming out of that 
operation. They are just taking one facet and ignoring the offsets. 
This is not the only offset. 
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Senator Keravuver. Of course, Mr. Rainwater is figuring the project 
would have been built notwithstanding—that is, that the project, the 
dams, would have been built, and they would have been the subject 
of taxation by the State and by the Federal Government. 

Senator Warxins. What if they had not been built? 

Senator Krerauver. Whether they received rapid tax benefits or 
not. 

Senator WarTxins. You cannot prove his assumption. He can prove 
the figures, the mechanics of multiplication and addition. He cannot 
prove the assumption that it was going to happen. 

Congress turned it down three times. There was no assumption that 
they were going to build it, and if Idaho Power had not built it, then 
it probably would not have been built. 

Senator Kerauver. I think the point is, and I do not think these 
gentlemen would dispute it, that they wanted the license and wanted 
to construct the dams on the basis set up in their application for the 
license, which was conventional financing and not rapid tax amortiza- 
tion. So that the dams would have been built by them whether they 
received rapid tax amortization or not. 

Senator Carrotu. I think, Mr. Chairman, that is a very good point, 
if I may interject here for a moment, because, as I understand Mr. 
Rainwater’s statement, this is based on the concept of the tax deferral 
and what it will cost the Government in this phase of the operation. 

I think the offsets, the benefits that flow from whether it is either 
a private operation or a Hells Canyon operation, of course, the pro- 
duction of electricity into that area will stimulate certain business 
enterprises whether private power does it or whether Hells Canyon 
does it. That is, I suppose, what Senator Watkins has in mind, the 
offset, the benefits that might flow in. 

But I think that presents another argument from this because, as 
I understand Mr. Rainwater’s statement, the $83 million is what it 
will cost on the Government books, looking at the Government’s sit- 
uation here, and the fact that it may be offset, I think all dams, all 
building, all investment in the wealth of the Nation will produce bene- 
fits, whether done by Idaho Power or done by the high dam and, of 
course, those are benefits—— 

Senator Warxins. Out of that operation, of course, the benefits 
come in—the Government would have them, and out of that one 
operation it should put the offsets opposite what it might take out. 
That would be the only fair way to do it. 

Senator Carroutu. If I may suggest, Mr. Chairman, the only difii- 
culty with that is that we who fight for those things in the West 
believe there will be benefits flowing either from the private dam or 
the high dam. 

Senator Watkins. There will be benefits flowing directly out of 
this private operation, and as one of the benefits to the Treasury will 
be an income tax immediately. That is the benefit that comes out of 
that. 

Senator Carroti. Of course, Senator, because this is a private 
utility, necessarily its profits are regulated. 

Senator Warkins. I understand that. 

Senator Carrotu. We also know the benefits of which Mr. Roach 
or Mr. Parry spoke when they talked about taxes, and I think you 
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mentioned this, the taxes which would flow into State, local, and 
Federal Government, are those taxes which, by this being a private 
utility, by their very nature, would be included in the rates which were 
paid by the power consumers. 

Senator Watkins. But out of that operation, nevertheless, it gets 
into the Public Treasury. 

Senator Carroiu. So could the argument be made on the offset of 
tax benefits, the question—— 

Senator Kerauver. So far as the overall tax benefits, of course, 
that is the subject which affects the argument as to which will give 
more storage, which will generate more electricity—— 

Senator Carroiy. Serve the people better. 

Senator Kerauver. Lower costs, which will serve the people bet- 
ter, the Government building Hells Canyon or the Idaho Power Co. 
building its dam. 

Senator Warkins. If you leave it on that basis, that is another 
story. I would be glad to argue that. 

Senator Keravuver. That is not involved in this; it is an argu- 
ment 

Senator Warxrns. It is involved in this, Mr. Chairman, because it 
does not make any difference what the business is, even in the pro- 
fessions, the practice of law, we have got to take into consideration 
that we have to pay taxes, and our fees, to a certain extent, are based 
on the fact that we have to pay taxes. I do not know a business in 
the country that is not in that kind of a fix. 

Senator Kerauver. The testimony is uncontradicted that it was the 
plan and purpose of the Idaho Power Co. to build these dams, using 
conventional financing without any rapid tax writeoff. 

Senator Warkins. And without any cost to the Government, and I 
think before you get through you will find there will be no costs. The 
balance will be so overwhelming on the part of the utility 

Senator Kerauver. I cannot see any difference between the Govern- 
ment’s having to borrow money and making it up; it is all the same. 

Senator Warxins. The Government would get out of the operations 
of this company vast revenue and it would have certain benefits that 
would come to it of a monetary value. Ican name them here. They 
run to a total here of nearly $400 million, nonreimbursable benefits, 
that run against a high dam; that overbalances anything you lose on 
taxes, no matter how you figure it. 

Senator Kerauver. We appreciate that but the point at issue here 
is that the Idaho Power Co. would have had to pay taxes on this 
property even if it had built it without tax amortization. 

Senator Warxins. Certainly, and it will still have to pay taxes, 
only they will be deferred ; they will have to make it up. 

enator Kerauver. The question is how much that deferral costs 
the Treasury of the United States. 

Senator Watkins. That is on one side of the ledger; and on the 
other side, how much they get out of the operation. If there is not 
anything, then we made a terrible mistake in all these reclamation 
projects. 

Senator Carroti. I think the chairman makes a very good point. 

Senator Warxrns. I do not think it is sound. 

Senator Carrot. Assuming that Idaho Power did not have any 
recourse to this rapid tax writeoff, they would have gone ahead and 
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done their building. They would have had the taxes, the benefits of 
which you have indicated, but it would not cost the Federal Govern- 
mentadime. This way it costs $83 million. 

Senator Warxtns. It cost $24 million already. We have that testi- 
mony that under section 167—— 

Senator Carrot. Under 167 we had that testimony the other day. 
But they made an election. You were not here a little earlier today 
when we had testimony, Mr. Roach was saying that this only cost 
$16 million and then I wondered why they would take the lesser of 
the beneficial statute because on 167, according to the testimony, this 
is not the straight-line depreciation. 

We had some testimony here the other day, and I think Mr. Rain- 
water presented it, that they would make $24 million on that; is that 
not your testimony ? 

Mr. Ratnwater. $24 million would be the cost to the Government. 

Senator WarTxrins. It would cost the Government $24 million. I 
am saying it makes that much less, even on the assumption that you 
have adopted here, even on these figures; we can probably get you 
down, but we cannot convert the lawyers on the other side. I assume 
that this hearing is set out with a definite purpose as to what has 
been expected to be done, and to establish certain things, so I cannot 
argue you out of it. 

Senator Kreravuver. Senator Watkins, the hearing is to get the facts. 

Senator Watkins. All right, let us get them. 

Senator Kerauver. Whatever the facts may be; and that is what 
we are trying to do. 

Mr. Rainwater, as I understand, then, your point is if the company 
was relieved of paying $6,500,000, say, in 1960, then the Government 
would have to borrow that amount next year and pay interest on it 
and have to borrow it the following year and pay interest on it, and 
as long as the Government is in debt, then you would have to figure 
it on a compound basis; is that correct ? 

Mr. Ratnwater. Yes; and they would have to borrow the interest, 
too, and they would have to continue borrowing and that is why you 
get your compound effect. 

Senator Keravuver. So as an expert auditor and an auditor of the 
Federal Power Commission, this loss to the Government, in your 
opinion, has to be figured on a compound basis ? 

Mr. Rarnwarter. Yes, sir. 

Senator Kerauver. Anything else, Mr. Rainwater ? 

Mr. Ratnwater. I do not have anything else. 

Senator Watkins. Whatever benefits came out of the transaction 
would also take the place of money that they would have to borrow 
and that should be figured on a compound basis. 

Mr. Rarnwarter. It could be; yes, sir. 

Senator Warkrins. It could be, and it should be, should it not? 
If it is a logical— 

Mr. Ratnwater. If you carry it through to the 50 years, you can 
compute that the same way of what the benefits should be. 

Senator Watkins. It should be done that way to be fair. 

Mr. Rarnwater. Yes. 

Senator Warxkins. That is right. 

Senator Kreravuver. What kind of benefits are you talking about, 
the benefits to whom ? 

94133—57—pt. 2——_8 
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Mr. Rarnwater. Any of the tax benefits that the Government might 
get through the—in other words, in trying to determine what the 
taxes are worth to them over a 50-year period, that likewise could 
be—— 

Senator Kerauver. You mean what the taxes are worth to the 
Government ? 

me Ratnwater. Yes, that a company might pay over a 50-year 
period. 

Senator Keravuver. That is true of anybody’s taxpaying, is it not? 

Mr. Rarnwater. That is right. 

Senator Krerauver. F Seas much it is worth to the Government 
over 60 years or 50 years, and then compound it. If I pay $3,000 a 
year taxes and figure what it is worth 50 years, you would compound 
it. 

Mr. Rarnwater. Yes. 

Senator Carro.u. By the same token, if I may interrupt, when we 
take the use of this tax-deferred money, interest-free money, you 
have taken that interest-free money and placed it over into another 
column, and I think you have given about a 6 percent yield on that 

Mr. Ratnwarter. To the company. 

Senator Carroity. Yes; to the company. And you have, in turn, 
compounded that money on which they received the tax-deferred, 
interest-free money, which Senator Byrd. said, and other people have 
said, is a subsidy and you have compounded that, and what was the 
benefit now to the company over the 50 years, just referring now to 
the company’s money ? 

Mr. Rainwater. I have computed that, yes, sir; $339 million. 

Senator Carro.iu. $339 million. 

Senator Warxkins. Let us get to the other side of this. The com- 
pletion of the project will initiate the production of power which 
ultimately will return $5,642,526 annually, and over a 50-year period 
that will aggregate the amount of $282,126,300. 

If that had been computed on a eeengemne-indeneet basis, that would 
have been over $2 billion, would it not‘ 

Mr. Ratnwarter. Well, I do not recognize the figures. 

Senator Warxrns. It is the mechanics of running it on down 
through, but that is the amount of money that the United States 
would get if this operation had not taken place. I mean, if it had 
taken place, if the company goes ahead and operates, it would pay 
an average of that much in taxes. 

Mr. Rarnwarter. If those are the figures, it would have that com- 
pound effect. 

Senator Watkins. I read this letter—this is from part of a para- 
graph in Mr. Kuykendall’s letter : 

Mr. Thomas E. Roach, president of Idaho Power Co., testified on July 9, 1953, 
transcript 1523, that based on the income originating from the production of 


these projects, the Federal income tax calculated at present rates would amount 
to $5,642,526 on the average annually or over a 50-year period of an aggregate 


of $282,126,300. 

That is just the total without any interest on it. 

Senator Carroti. Are you referring to the State, local, and Federal 
taxes ? 

Senator Watkins. This is Federal only. 

The next paragraph goes on : 
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The reference to Mr. Maguire’s question concerning the effect, if any, of the 
tax-amortization certificates on the aggregate Federal income taxes that may 
be expected over this assumed 50-year period, it is my understanding that the 
aggregate amount of taxes would be the same with or without the certificates, 
assuming the Federal income-tax rate remains the same over the 50-year period. 

So your assumption that you would have to figure compound in- 
terest on one means that you have to do it on the “other to be fair. 

Mr. Ratnwarter. Yes; those figures that you quoted, now, I recall 
that those were figures that were furnished you by Chairman Kuyken- 
dall. 

Senator Watkins. That is right. 

Senator Kerauver. Is there anything else, Mr. Rainwater ? 

Mr. Ratnwater. I do not believe I have anything else. 

Senator Wark1ns. Just a moment. I had some questions. 

Who provided the assumptions for the computation you made for 
this subcommittee some days ago? May I suggest, did it not come 
from some committee staff people or members of this committee who 
wanted it figured on that basis or from some Member of Congress ? 

Mr. Rarnwater. No, sir. 

I think, as I recall it, if I could try to give you the sequence of 
it, it was that we were advised that there had been a figure men- 
tioned of some $329 million, I believe, and as total, I believe those 
were, possible benefits to the company that were of significance. 

Chairman Kuykendall asked me to see what I could ‘do to check the 
figure, and he also asked me at the same time to try to compute what 
the possible loss would be to the Government on whatever assumptions 
I considered proper. 

Senator WarTxtns. He left the matter of the assumptions entirely 
up to you? 

Mr. Ratnwater. He left it entirely up to me. 

Senator Keravver. Senator Watkins, for your information, no 
member of the committee staff ever saw Mr. Rainwater before he 
came up here. - 

Mr. Kuykendall brought him along. He said he had brought his 
chief accountant of the Federal Power Commission to figure the loss 
to the Federal Government, and the benefit to the Idaho Power Co. 
Mr. Rainwater presented his figures here at the suggestion of Mr. 
Kuykendall. 

Mr. Cuumeris. Mr. Chairman, may I ask just one question 2 

Have you ever talked with the Department of Interior and tried 
to reconcile their $17 million figure over the 50-year period to your 
$83.5 million figure ? 

Mr. Ratnwater. I talked to a staff member. I cannot recall his 
name, but I think I may have it here, in Secretary Seaton’s office, who 
called me, I think it was yesterday or the day before yesterday, and 
he told me that he had looked over our figures here and he was 
trying to find out what the mathematics were, as to just how it was 
arrived at. 

In the course of the conversation he told me that he had made a 
calculation, had made calculations for Secretary Seaton, and that 
what he had endeavored to compute was what the present worth was 
of the $329 million at 6 percent on the assumption that what he was 
trying to find out was what would these tax certificates mean to 
the company as of the present day; in other words, how much would 
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they be worth if you were looking at them from the standpoint of 
what money they would raise toward building the projects; and he 
computed the present worth to be, I think, $17,200,000. 

Now, that is using, determining the discounted value as of the 
present day, of the $329 million; whereas the $329 million is a com- 
putation over the whole 50-year period. 

You see, they are entirely different calculations. 

Senator Warkins. You can prove your figures all right, but you 
cannot prove the assumption, can you? 

Mr. Rarnwater. Well, you have to make certain assumptions, and 
1 took, in regard to the $339—I might go down and mention them 
again. 

Senator Kerauver. Just read your assumptions, Mr. Rainwater. 

Mr. Rarnwarer. (1) That the company will be allowed for rate 
purposes a deferral of the difference between the amount of income 
taxes to be paid annually under a straight-line method of computa- 
tion, and the amount of income taxes to be paid annually under the 
so-called fast tax writeoff. 

The tax deferral is $6,102,638 for each of the first 5 years of the 
50-year period computed under the present corporation tax rate of 52 

ercent. 
7 I would like to point this out because this is a comment as to 
whether the assumption is valid or not. 

It is not possible to state at this time whether such deferral of 
taxes will be permitted by the various State regulatory commissions 
under which the Idaho Power Co. furnishes retail service. 

However, the Idaho Public Utilities Commission is permitting the 
company, for accounting purposes, to record the tax deferrals result- 
ing from the amortization of the emergency facilities under section 
168 of the Internal Revenue Code of 1954 and section 124A of the 
1939 code. The Federal Power Commission has held in a rulemaking 
proceeding (opinion No, 264, issued December 4, 1953) that the ap- 
propriate treatment for the difference between taxes computed on 
a straight-line basis and taxes computed under an accelerated pro- 
gram is to record such difference as tax deferrals and equalize the 
actual tax payments over the period of service life of the properties, 
and that in the determination of the utility’s rates the same treatment 
is to be followed. 

I would like to again mention that I have followed what would 
seem to me the most reasonable asumption based upon the facts that 
I had, and that was the Idaho Commission and the other regulatory 
commissions, the other State commissions, under which the company 
operates, will allow this tax deferral, but I have no way of knowing 
definitely whether they will or will not. 

To my knowledge, the State commission has not passed upon that 
question as yet, but I have to make some assumptions. They have 
allowed the company to record it for accounting purposes, and I know 
our Commission has indicated they will allow it. Whether the Idaho 
Commission will allow it, I cannot say. 

That is the first basic assumption. 

Then, the second was that the utility will be allowed a return on 
investment for rate purposes of 6 percent. 
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This percentage compares closely with what most electric utilities 
are being allowed in the way of return on investment for rate purposes. 
Such percentage is, of course, illustrative only.. It is possible the util- 
ity may earn over a period of as long as 50 years something less or 
more than 6 percent on its investment. 

I picked that because I know, as a general practice, that is about 
what utilities have allowed. 

The third is that the company will utilize all earnings derived 
through rates and resulting from the tax deferrals by immediate rein- 
vestment in plant. 

This assumption was made because most utilities are expanding their 
facilities and have immediate use for such funds. 

Four, that straight-line depreciation for the purpose of this compu- 
tation should be computed over a 50-year period which is the period 
of the license. 

Our staff has used the 50-year period but believes that the actual 
service life may be somewhat longer. To that extent the computations: 
may be on the conservative side. 

Senator Warkins. May I ask you a question ? 

Mr. Rainwater. Yes, sir. 

Senator Warxrns. You are acquainted with the law that these li- 
censes are not granted for longer than 50 years? 

Mr. Rarnwater. Yes, sir. 

Senator Warxins. And that at the end of that time the Government 
can take this project? 

Mr. Rainwater. That is true; but that still would not change the 
depreciation. In other words, the depreciation would have to be com- 
puted on the basis of what was a reasonable service life, and in the 
service life of the properties, making up for the hydroplant, there are 
dams which will be considered at probably any time from a hundred 
to a hundred and fifty years. 

Senator Warxins. That is right. But the Government may be the 
owner and not the power company at that time. 

Mr. Rarnwarter. That is true, but the provision in the Federal 
Power Act is that they will take it over at net investment, which is 
less the depreciation up to that date. That does not mean the Gov- 
ernment, for purposes of recapture, is going to deduct 100 percent 
depreciation ; they are going to deduct whatever is proper. 

Senator WarKINs. They are going to deduct whatever is proper on 
whatever terms they want to give the power company in getting it at 
that time. 

But they only have a 50-year license and that is all they can count on. 

Mr. Rarnwater. That is correct. But I still say 2 percent is a very 
reasonable computation. It could be actually lower because of the 
fact we know that hydro plants in general have a longer lifetime. 

Now, the basic assumptions which I used in computing the $83,- 
595,827 are as follows: 

(1) That due to the fast writeoff, resulting in the forgoing of taxes 
during the early years and payment in the later years of the 50-year 
period, the Government will have to borrow money to make up the 
amount of taxes forgone. 

Inherent in this assumption is that the Government debt would not 
be paid off during the 50-year period and that it would continue to 
have a need for debt money. 
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Senator Warxkrns. You are talking about the overall two-hundred- 
and-seventy-odd-billion debt ? 

Mr. Rarnwater. Yes, sir. 

Senator Watkins. You do not attempt to strike a balance in a trans- 
action between this where no benefits at all are considered in this, such 
as flood control and aid to navigation, and a number of other things 
that run into considerable money, many millions of dollars 

Mr. Ratnwarter. I have not given any consideration to any of these 
questions of public versus private power. 

Senator Watkins. That has not anything to do with this. 

Mr. Ratnwater. I have only taken in this straight line—— 

Senator Warktns. I say this has not anything to do with public 
power. If you get a direct benefit from flood control, from navigation 
out of this operation, that does not have anything to do with public 
power. 

Mr. Rainwater. No. 

Senator Warkrys. But at the same time, it is a benefit to the United 
States. 

Mr. Rarnwater. I have not taken into consideration these other 
matters. I have not used that. 

Senator Warxtins. If you want to step into a consideration of the 
Federal high dam, and the other, you run into other advantages, a 
balance sheet in favor of a private utility, whether it is company X or 
company Y, and that would not make any difference. The balance 
would be heavily in favor of the private utility as against the Federal 
dam under those circumstances—I mean the nonreimbursable items. 

The total cost of the dam would be reimbursable, I understand that, 
over a period of years, and with interest on the money as well, to be 
paid. 

Taking that all into consideration as we calculate the sum, it would 
be nearly $400 million of benefits on the other side of the ledger. I say 
when they advertised it was without cost to the United States, com- 
pared to what they were trying to put over, it is all in favor of the 
private utility program; it is all in favor of what I should call the 
partnership program that the President has advocated. 

Senator Keravuver. Senator Watkins, I suppose any corporation, 
if it could get its tax way down, could build a plant that would give 
employment and benefits, but that does not relieve them of paying 
their taxes. 

Senator Carrott. Mr. Chairman, I think, at this point, if I may, 
I would like to read a little into the record here of these hearings. 

This is the hearing before a committee that knows much more about 
of Emergency Facilities.” 

This is the hearing before a committee that know much more about 
taxes than we do, before the Committee on Finance, United States 
Senate, 85th Congress, on S. 1795. 

Here is the Secretary of the Treasury under this administration, 
who advocates this partnership, and let us see what he has to say. 
This is very significant, in my opinion. 

He is talking about the 22,000 certificates which were issued under 
the 5-year amortization program, and, specifically, he is talking about 
the revenue lag, the tax deferral, just exactly as in this program. 

Here is what this statement says on page 6. 

Senator Kerauver. Secretary Humphrey ? 
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Senator Carroti. Secretary Humphrey, testifying before Senator 
Byrd’s committee : 


The revenue lag from the certificates issued through 1956— 
just last year he is talking about— 


probably exceeds $5 billion. 


That is, had they been paying taxes, the Government would have had 
$5 billion, and, assuming that Idaho Power is working its license, 
paying its taxes, it would have, in this 5-year period, $30 million. 

I would like to show the comparison. But here is what Secretary 
Humphrey says: 


The lag is $5 billion, but the interest cost to the Government over the entire 
period of lag in tax collection will be roughtly $3 billion. 

In other words, from $5 billion tax deferral we lose $3 billion, 
because we have to go into the money market and hire this money 
at the interest rate. 

Senator Keravuver. That is up to 1956. 

Senator Carroutu. Yes, sir. Now, this is 1956. Just relate this 
$103 million program to the computation here given by Mr. Rain- 
water, assuming a knockoff of this section 167; Mr. Rainwater says, 
under 168, it would be $83 million. Had they desired to take it under 
167, $20 million less, it would still be over $60 million. In other 
words, the ratio of a $5 billion lag to a $3 billion hiring of interest 
money is about 60 percent, according to my figures, and that is about 
what Mr. Rainwater is testifying. May I read over here just a 
moment 

Senator Warkins. Could I answer that before you pass on? 

Senator Carrotzi. May I finish this, Senator; then I will be very 
happy to pass this over and talk to you about it, because it has just 
occurred to me, since Senator Byrd—this is the chairman talking, this 
is certainly a man who has never been noted as a great—— 

Senator Warkrns. You are overlooking one very important item. 
There are not a lot of benefits in those tax transactions, such as you 
have in one of this kind. 

Senator Carroti. I may say to the Senator from Utah, the same 
argument could be made any time you stimulate production; any time 
you give all these tax writeoffs, where you increase capital investment, 
you are bound to have increased the benefits, and you will have some 
tax offsets which could be argued. May I come back here to what 
the chairman, Senator Byrd, says? 

Senator Warxins. I would say that the argument you are now 
using was precisely the argument used against the Colorado project. 
It was running into millions of dollars, costing the taxpayers of this 
country that amount, without giving any benefits to the taxpayers. 
That has been against the program of reclamation all the way 
through, and nearly all that the Secretary is saying about it there, 
they are not the types and kinds of a project that we are talking 
about here with their benefits. 

Senator Carroitu. They are a private power company. 

Senator Warxins. That is over and above the taxes. I am talking 
about the flood control and navigation and all the other things we 
are entering into here. 
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Senator Carrotu. If I may finish this point, because here Senator 
Byrd says on page 9: 

It seems to me there is no justification whatsoever for a private utility to get 
a rapid tax depreciation. 
The utilities— 


are guaranteed profits, and secondly in this instance the construction had al- 
ready started. 

What is he talking about, the construction? Brownlee was being 
constructed before the tax-amortization certificate was issued. 

Senator Warxins. But the application had been filed a long time 
ago; you realize that ? , ! 

Senator Carroutu. I know that, but they were building; that raises 
another question. 

Senator Warxrns. You usually date it back to the time of the appli- 
cation. 

Senator Carroty. Senator Martin said: 


I have not any questions to ask, Mr. Chairman. I am fully in accord with 
what you have said there, and the statement of the Secretary. 


This is Senator Martin: 


I was surprised that the cost and interest would be $3 billion. 
Secretary Humphrey says: 


I was surprised myself, Senator. We had gone over it very carefully and I 
think it is a reasonably accurate estimate, a reasonably illustrative estimate; I 
will put it that way. 


Then Senator Byrd talks about the great work his commitee did, 


how exhaustively they went into finding out why Humphrey says 
this program ought to stop, because the Government is not borrowing 
money, and we know what they are doing on bonds today. We know 
the interest they are paying, and that raises the basic question of the 
$83 million. 

The benefits that flow from the stimulation of production, the use 
of the Government money, it could so be argued, could be offset in 
other benefits. I agree with the Senator from Utah. 

But that is not the issue we have been trying to develop here, which 
is the question of $83 million for Idaho Power. As I see it, except 
for the testimony I heard today, they said, ‘““We did not need it. We 
will built it” and if they did not need it, it would save the Govern- 
ment $83 million ; it is that simple. 

Senator Warxrns. Still it could be said it is no cost to the Govern- 
oon because the benefits they bring wash out all of those tax de- 

errals. 

Senator Carrot. That presents another another argument. 

Senator Warxins. That is exactly the argument we used on Colo- 
rado, Mr. Senator from Colorado. 

Senator Keravuver. Of course, the crucial point is, Senator Wat- 
kins, that they would have brought the benefits in anyway. They 
were going to build even though they were not going to get this 
rapid tax amortization. 
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Senator Warxtns. Let me call your attention to the fact, if I 
understood that correctly there, that Senator Humphrey found a tax 


lag of $3 billion, or $3 billion in interest, talking about compound 
interest. 


Senator Keravuver. He was talking about 1956, up to the beginning 
of the program. [ read his statement. If he had continued it on for 
50 years, of course, it would have been a great deal more. 

Mr. Rainwater, do you want to continue? 

Mr. Rarnwater. I had two other assumptions, in order to complete 
this statement, and it would take a moment longer. 

Senator Warkins. Before you go on, after Senator Carroll has 
asked certain of these statements to be placed in the record, I have a 
statement that I prepared, and I ask that it be put in the record. 


Senator Keravver. It will be put in the record, and be made a part 
of the record. 


Senator Warkins. At this point, please. 
Senator Keravver. At this point. 
(The prepared statement of Senator Watkins follows:) 


STATEMENT OF SENATOR ARTHUR V. WATKINS (REPUBLICAN, UTAH) ON THE PRo- 
POSED HigH FEDERAL DAM AT HELLS CANYON 


A well-known propaganda device, the compound interest gimmick, is being 
utilized by supporters of a high Federal dam at Hells Canyon, apparently to 
obscure certain economic facts which are extremely pertinent to congressional 
consideration of S. 555 in these budget-conscious times. 

The facts are that if S. 555 is enacted and the partially-built private three-dam 
project is brought to a halt, the Federal Government will be committed to spend 
up to $651,800,000 over the next 6 years, only to face an outright Federal loss of 
roughly $400 million, and a loss in tax revenue to the States of Idaho and Oregon 
of roughly $200 million additional. At the same time, we would be delaying for 
at east 6 years the objective now obtaintable in 1958 of providing 1 million acre- 
feet of needed flood-control storage on the Columbia River’s Snake River tribu- 
tary, producing needed wintertime electric power for Idaho and the Northwest 
at 2 of the 3 FPC-licensed dams. 

Does this sound like good sense? 

It most certainly doesn’t make good sense to four members of the Senate 
Interior Committee, all of whom are from the West and vitally interested in 
both economy and comprehensive water resource development. In our minority 
views, as reported in Senate Report 324, we termed the proposed high Federal 
dam a billion dollar mistake that we cannot afford to make at this time. This 
evaluation still stands, in spite of the vigorous propaganda smokescreen being 
generated on the rapid tax amortization issue. 

The total cost of the high dam and the downstream generating and transmis- 
sion additions is estimated at $651,800,000 in the minority views expressed in 
Senate Report 324. A breakdown of these costs is provided on page 77. 

Costs allocated to power on this project will be repaid to the Federal Govern- 
ment, with interest. Hence, I am disregarding reimbursable costs associated 
with this project. 

But the following are direct Federal costs which presumably will not be re- 


imbursed, or actual Federal tax losses which will result if the private project is 
terminated : 


Nonreimbursable allocation to flood control, aid to navigation, and 
recreation, as set forth in the summary on page 392 of the Senate 
Desrraes 06. 1eae, Can Coperene $48, 000, 000 
To my knowledge, this amount does not include funds for 
fish protective facilities, which would add at least another 
$5,000,000 to this figure, according to an FPC estimate. These 
services would be provided without cost to the Federal Govern- 
ment by the Idaho Power Co. in its 3-dam project, but would be 
built by Uncle Sam if the Federal dam is authorized. 
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A minimum estimate of Federal liability to Idaho Power Co. for its 
investment in the lawfully-approved 3-dam project___-____--___-- $48, 000, 000 
Page 11 of S. Rept. 324 carries the statement that “it is the 
consensus of the committee that in event of the passage of 
S. 555, all the equities of the case would require that the com- 
pany be recompensed for its actual expenses in proceeding with 
work in the canyon under the FPC license.” This would be an 
obligation on the United States Government, not reflected in 
the above cost estimate of $651.8 million for the Federal project. 
Other costs, including interest during construction and litiga- 
tion, could double this estimate. 
Federal income taxes that would be paid to the Federal Treasury 
during the 50-year license period of the private 3-dam project__.__ 282, 126, 300 
During the same period, Idaho Power Co. would pay local 
and State taxes in the States of Idaho and Oregon totaling 
another $200,000,000, but these State tax revenues are not in- 
cluded in this Federal summary. 
Nonreimbursable Federal operation and maintenance costs for the 
20, 000, 000 
All operation and maintenance costs for the three private 
dams would be met by the operating power company. 


en ne cc mneletc 398, 126, 300 


The foregoing total of nearly $400 million represents actual costs or losses 
that would result to the Federal Treasury if the private project is halted and 
the high Federal dam is authorized by Congress. It is an honest figure—not one 
that is grossly inflated by the compound interest “gimmick.” 

The supporters of the high Federal dam, on the other hand, are now conducting 
a tremendous propaganda campaign throughout the country on the basis of an 
alleged loss of $83,595,827 to the Federal Government through the rapid tax 
amortization certificate granted to Idaho Power Co. This figure apparently is 
arrived at by compounding interest at 3% percent over 50 years on a tax deferral 
which is actually repaid to the Federal Government during the remaining ‘45 
years of an assumed 50-year amortization period. The assumption itself is not 
sound, because even if the rapid tax amortization had not been granted, the com- 
pany would be allowed a tax benefit or subsidy simply by increasing its deprecia- 
tion in the early years of the project by taking advantage of the liberalized 
depreciation feature of the 1954 Internal Revenue Act. 

Furthermore, this estimate ignores completely the fact that completion of the 
project will initiate production of power which ultimately will return $5,642,526 
annually to the Federal Treasury in Federal income taxes, and another $4 mil- 
lion annually to State and local taxing units in Idaho. Furthermore, the indus- 
trial expansion and additional employment made possible by the project and the 
additional energy generated will return additional millions to the Treasury in 
personal income taxes. Hence the assumption properly should be that it will 
not be necessary for the Federal Government to borrow anything to make up for 
the temporary deferral of Idaho Power taxes on the defense-certified facilities. 
If the high Federal dam is authorized, on the other hand, no Federal, State, or 
local taxes will be paid on the construction of the facility or on the generation of 
power. 

However, if the advocates of high Hells Canyon Dam are allowed the privilege 
of computing the value, 50 years from now, of a questionable base figure and 
interest compounded annually at 3% percent, then it should be equally appro- 
priate to apply the same compound interest “gimmick” to the actual Treasury 
losses that would occur from construction of the high Federal dam. These losses, 
detailed above, amount to $398,126,300, but the grand total of principal and 3% 
percent interest, compounded annually for 50 years, works out to the colossal 
figure of $2,226,495,572. 

In other words, if one accepts the asserted loss of $83.5 million to the Federal 
Government for application of the rapid tax amortization to Idaho Power Co., 
then one must accept the comparable figure of an asserted loss to the Federal 
Government of $2.2 billion over 50 years if the high dam is built. In either eco- 
nomic comparison, therefore, the high Federal dam loses. 

Of course, I don’t accept or use the propaganda arithmetic “gimmick” of in- 
flated interest, except for a comparison of this kind. 
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Please be assured that I do not object to any congressional scrutiny of the 
incentives provided for electric and gas utilities under the accelerated amortiza- 
tion program of 1950 or the liberalized depreciation program of 1954. In fact, I 
favor the congressional review proposed by the FPC in 1956. However, any such 
review of tax legislation is not material to our consideration of the merits of 
S. 555, a so-called reclamation bill. 


ARTHUR V. WatTKINS, United States Senator. 


Senator Keravver. All right, Mr. Rainwater. 

Mr. Rarnwater. I had just started to cover the basic assumption 
in the $83 million. 

One, I had stated that it was due to the fast writeoff that in the 
early years of the 50-year period the Government would have to 
borrow money in order to make up the amount of taxes foregone. 

Now, the second assumption was with respect to the present cost of 
money to the Government, which, I assume, was at 314 percent. 

Now, that is very close to the approximate yield rate of United 
States long-term bonds issued in 1957. It also compares with the 
rate on a refunding dated May 1, 1957, of $4.1 billion of Treasury 
notes which may be exchanged for certificates of 11144 months’ dura- 
tion, bearing interest at 314 percent, or notes of 434 years’ duration 
bearing interest at 35g percent. The notice of such refunding is 
reported in Moody’s Bond Survey of May 6, 1957. 

The third and final assumption was that the present corporation 
tax rate of 52 percent is assumed to be in effect throughout the 50- 
year period. 

Senator Kerauver. All right, sir. I think we understand that very 
well. 

Are there any further questions of Mr. Rainwater? 

I am glad to get the meaning of Interior’s $17 million cleared up. 

Senator Warxkrns. You have already stated—— 

Senator Kerauver. May I finish my question ? 

As I understand it, in trying to figure what the $339 million over 
a period of 50 years would be worth today 

Mr. Rarnwater. I think it was $329 million. 

Senator Kreravuver. I say, what $329 million over a period of 50 
years would be worth as of today. 

Mr. Ratnwater. That is right. 

Senator Keravuver. Secretary Seaton figures $17 million. 

Mr. Rarywarter. $17,800,000. 

Senator Warxrys. That would be the present worth; that would 
be the actual cash. 

Mr. Rarnwater. That is the way I understood it. 

Senator Warxrns. Based on the assumption: 

Senator Kerauver. That would be the benefit to the Idaho Power 
Co. as of today. 

Mr. Rarnwater. That information was given to me by, I have his 
name here now, Mr. Irving Sirken. He is on the Technical Review 
Staff of the Office of the Secretary. 

Senator Keravuver. All right. 

Senator Warxins. In other words, you would reduce the $83 million 
down to and by less than—taking away some $24 million, because you 
take the other assumption that if they had not had it they would 
have had the benefit anyway of the $24 million, so that would net—the 
net amount that they could have anyway would be take off from this 
$83 million to start with. 
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Mr. Rarnwater. That is right; yes, sir. It would be between $59 
million and $60 million. 

Senator Keravver. They could get that sum realized on it. 

Senator Warxins. $239 million, whatever that sum would be, that 
sum would be reduced accordingly, taking away the compound interest 
on the $24 million. 

Mr. Rarnwater. Yes. I made that computation. The figure that 
is comparable with that is $85 million. In other words, the $339 mil- 
lion could, through the use of section 167—the company would get 
benefits of $85 million at the rate of 6 percent. 

Senator Warxrns. $85 million ? 

Mr. Rarnwater. $85 million. That is the effect of section 167, as 
against the $339 million. 

Senator Keravver. You mean, you subtract the $85 million from 
the $339 million—— 

Mr. Rarnwater. In order to get the net effect. 

Senator Keravver. If they had used the more liberalized rate. 
They can use the amount that is not brought under the rapid tax 
amortization, that is, the amount above 65 or 60 percent? 

Mr. Ratnwater. That is my understanding. 

Senator Kreravuver. So they received a benefit from that, too. 

Mr. Rarnwater. Yes. I have not computed that. 

Senator Kerauver. We thank you very much, Mr. Rainwater. 

Senator Carro.u. Senator, I made a statement this morning about 
Mr. Rainwater when I said his testimony was unsolicited. Actually, 
it came at the very time that Mr. Kuykendall, the Chairman of the 
Federal Power Commission, his attorney, and his staff were here. 
It was when the Chairman put the question, it was a voluntary state- 
ment, so far as I know, and nobody else of the staff knew, it was the 
first time we had had figures. We had other computations, but this 
was the first time that it came from an authoritative source. 

Senator Ker.wtver. Yes. 

Mr. Kuykendall said he wanted to get the matter settled as to what 
the loss to the Government would be, what the benefit to the utility 
would be, and I do not even know 

Senator Warxrns. I do not think he was putting it on any official 
basis. He was taking certain assumptions which have not been estab- 
lished. 

Senator Keravuver. We did not know he was goiag to ask Mr. Rain- 
water to come up. 

All right; thank you, Mr. Rainwater. 

Mr. Roacu. Senator Kefauver, may I have the privilege of a com- 
ment on this point? 

Senator Keravuver. Yes, Mr. Roach. Mr. Rainwater, please remain. 

Mr. Roacu. It is pretty cloudy to me, and I am afraid it is a little 
bit confused. 

Senator Carroll mentioned the $329 million or the $339 million of 
benefit to Idaho Power as a result of this. 

I wonder if the Senator would agree with me that out of every 
dollar of taxable income that accrues to Idaho Power under the pres- 
ent tax rates, the Federal Government gets 52 percent, and Idaho 
Power would get only 48? 
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Senator Carrot. I want to ask Mr. Rainwater, on the basis of your 
computation on the benefit to the company, what tax rate did you 
take into consideration ¢ 

Mr. Rarnwater. I used the 52 percent tax rate. 

Senator Kerauver. That was one of your basic assumptions? 

Mr. Rainwater. Yes, sir. 

Mr. Roacu. Senator, it really is still confused. 

I think if I may, and I am doing it only in the inteerst of ac- 
curacy, because I do not want the record, from our standpoint, to 
remain the same, if Idaho Power has, as a result of the application 
of compound interest, created net income of $339 million, is it not a 
fact that it would have to pay 52 percent of that to the Federal 
Government in the form of income tax? 

Mr. Ratnwater. Are you asking that question of me? 

Mr. Roacu. I will ask that question of anybody who chooses to 
answer. 

Senator Carrou. I will refer that to my expert. 

Mr. Rarnwarter. I do not think that would necessarily follow be- 
cause it depends on what the source of money is and what tax deduc- 
tions that they would get against it. 

I do not think you could just figure it as a straight 52 percent. 

It would depend upon, for instance, where you have in the normal 
situation, you do get interest deductions which are a very substantial 
deduction, so that you don’t always—it does not always work out on 
a straight 52 percent the deductions that they get. 

Mr. Roacu. May I address myself to Mr. Rainwater? 

Senator Kerauver. Yes. 

Mr. Roacu. This is net profit, this is net income. 

Senator Keravuver. This is not net income. 

Mr. Roacu. It cannot be anything else, Senator. 

Senator Keravuvek. It is gross. 

Mr. Roacu. It is 6 percent return after all expenses. It is profit 
as the result of putting money to work at interest, and that is nothing 
more than that. 

Now, on every other income, if I invest $100 in a 6 percent security 
and get $6 every year, and I am a corporation, I have to pay 52 per- 
cent of that to the Federal Government, and there is only 48 percent 
left there for me. 

Now, my point is that if that type of a calculation is correct, it is 
a wonderful thing for the Federal Government, because they get 1.083 
times every dollar the Idaho Power Co. gets, or would get. 

Senator Carrotu. I think it might be good for the Government, but 
it is a wonderful thing for the Idaho Power Co., too. 

Senator Kerauver. Let Mr. Rainwater comment. 

Mr. Ratnwater. Well, the only comment I had was you cannot 
figure it exactly that way, for the reason that while it is true that 
$339 million is after taxes, yet in your—when a company files its 
income-tax return, why, they do have certain deductions which enter 
in and which are a cost of money underlying the 6 percent. 

If there is a cost of money which is based on interest cost, to that 


extent, why, they get that benefit; so that will tend to reduce the 
income taxes. 
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If that were not true, we would not have the situation that we have 
in a great number of companies today that have a tax-free dividend, 
or tax-free dividends, a very substantial percentage. 

You have quite a number of companies today with tax-free divi- 
dends, or not completely tax free but partially tax free, because of 
deductions. 

Mr. Roacu. I understand that, Mr. Rainwater; and if the chair- 
man will indulge me for a minute, that is still entirely foreign to the 
particular point. 

You cannot have, I am sure, as a matter of realistic practical busi- 
ness accounting, you cannot have taxable income arising out of return 
on investments, net return on investments, without paying an income 
tax on it. 

Mr. Rainwater. That is right; I certainly agree on that. 

But my only point was that you just cannot figure it exactly on a 
straight 52 percent, for the reason of the tax deductions that do enter 
into the picture. 

Senator Keravuver. Anything else, Mr. Roach ? 

Mr. Roacu. No, sir. 

Senator Keravuver. All right. 

Thank you, Mr. Rainwater. 

One thing we should clear up. Mr. Roach, do you have an escalator 
provision in your Morrison-Knudson contract ? 

If the costs rise, you have to pay them more. Who pays the 
increased costs ? 

Mr. Roacu. We have what is called an incentive type of contract 
against a target, and agreed target estimate of work to be done by 
them, Senator Kefauver, which says if the cost is greater than the 
target estimate that Morrison-Knudsen takes the burden of it, a cer- 
tain percentage, and I would have to take the contract and be accu- 
rate about it up to the amount of any fee that might be coming to 
them; and if there is a decrease in the cost of doing the job, that Mor- 
rison-Knudsen Co. would get 25 percent of the savings and Idaho 
Power Co. 75 percent. It works both ways. 

Senator Keravuver. If there is an increase in costs above fees, then 
Idaho Power would have to pay for it; is that right ? 

Mr. Roacu. If there was an increase in costs? 

Senator Kerauver. An increase above the cost of Morrison-Knud- 
sen fees, then you would have to pay for it. 

Mr. Roacu. Yes, if the effect of the costs was to wipe out their fee 
and go beyond that, the limit of Morrison-Knudsen’s penalty is the 
amount of the fee. 

Senator Kerauver. In which event the amount you have of the tax 
amortization would be increased, according to the increase in costs. 

Mr. Roacu. Well, within limitations, Senator. There is some 
restriction on that, Senator, and I cannot tell you exactly what it is. 

Senator Kerauver. The ODM staff paper of January 1, 1956, dis- 
cusses this under section 4, and it says: 

Applications for recessity certificates which are filed with us are based upon 
estimated costs. Certificates are subject to final revision and amendment when 
actual costs have been determined. The fact that actual costs are not known 


by an applicant at the time of filing is no deterrent to the issuance of a neces- 
sity certificate. 
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That means, of course, if the costs go up greatly, then the certi- 
ficate would go up along with it, would 1¢ not? 

Mr. Roacn. I would assume so, Senator, within limits. I do not 
know what the limit is. 

Senator Kerauver. I had another matter I wanted to inquire of 
Mr. Roach and these other gentlemen, but if you want to ask some 
questions now, Senator Watkins 

Senator Warxrns. I have to leave. 

(Discussion off the record.) 

Mr. Roacu. Senator Kefauver, as we had to do on Tuesday, we 
would be very glad to accommodate ourselves to the convience of 
yourself and Senator Carroll and Senator Watkins by staying over 
another day. 

Senator Warxrins. I would like to take a look at the record in 
the morning. I do not know what went on. I may not have to 
ask questions that were covered this morning. I do not know whether 
they were or were not. My questions had to do with some of the 
benefits that the country gets out of this. 

Senator Keravuver. Mr. Roach has enumerated the benefits in detail, 
I believe. 

Mr. Roacn. I did not put them all in, Senator, I mean, on both 
sides of the fence, but I did put some of them in this morning. 

Senator Warxins. I do not know whether they covered them all 
or not. 


Senator Kerauver. He covered flood control, navigation, fish, water, 
and 
Mr. Parry. I am not sure, Senator, that we got into the record the 
fact that our annual benefits of our flood control are capitalized at 
$23,457,600; and our annual benefits on navigation are $2,345,700. 

Now, those are based on Corps of Army Engineers’ evaluations. 

Senator Keravuver. Yes; those figures were placed in the record. 

Mr. Parry. The total of them being substantially the same as this 
tax deferral that we talk about. 

Senator Warxkins. I would like to check the record in the morning. 

Mr. Roacw. What they were not put in as, Senator, was on the 
basis of capitalizing those benefits at 314 percent in the same manner 
that amortization benefits were capitalized under Mr. Rainwater’s 
calculations. 

Senator Watkins. Using the same formula? 

Mr. Roacu. Yes. 

Senator Warkrns. I would like to know something more, for my 
own information, whether or not this is actually based on defense 
needs. I think that ought to be clearly shown, and there are quite a 
number of questions on that. If there is absolutely no defense situ- 
ation there at all, then something is rotten; and if there is some 
defense justification, it presents a different story, and I want to know 
about that. 

Senator Kerauver. We have had some testimony from Mr. Gray 
and others about the powerload in the Northwest, Senator Watkins. 

Senator WaTKINs. He said something about it. I do not think Mr. 
Gray knows quite as much about it as the — who live out there 
and are dealing with it every day, and I would like to query them about 
it, and I am not prepared at this time to get into it. 
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Senator Keravuver. Mr. Chumbris, will you go over the record with 
Senator Watkins on these points ! 

Mr. Cuumpris. Yes. 

Mr. Parry. Senator, we have prepared and would like to put into 
the record a chart in which we have indicated in red the effect of this 
moving Oxbow and Brownlee ahead. 

One thing that has not been mentioned at all in the hearings, so 
far as I know, is that they talk about our not having any surplus. 

The surplus which we are creating for the region is based on timing. 

Senator Warxrns. You are talking about power now? 

Mr. Parry. Power entirely. 

In other words, by moving the simultaneous construction of Brown- 
lee and Oxbow so they are finished in 1951 we create 

Senator Keravuver. You mean 1958. 

Mr. Parry. 1958; thank you, Senator. 

We create a surplus which I have indicated on this chart im red, 
which surplus, incidentally, is a continuing surplus. 

Now, that is what the region 

Senator Keravver. Without objection, you can place that in the 
record. 

Mr. Parry. Thank you, sir. 

(The document referred to faces this page. ) 

Mr. Parry. That is what the region gets as a result of this acceler- 
ated construction; and likewise, Idaho Power Co. is undertaking 
costs in the order of $13 million, as we estimate it, by reason of hav- 
ing that excess power there over and above our needs, that is interest 
and overhead and other expenses, which would have to be borne by 
the rate payers of the Idaho company unless something such as this 
accelerated amortization schedule was there. 

Senator Kerauver. You mean this is costing you $13 million more 
than you figured ¢ 

Mr. Parry. We figure it would be more than what we would need 
to build for our own needs at this time, and we are creating that 
amount of power as a standby peaking protection for the Pacific 
Northwest, which was out of power as recently as last January. 

It is not power that we needed every day, every hour of every day 
of the year, because down on the Columbia River in flood time, such 
as from now on, there is a lot of it. 

We will not be able to sell it every day, but it is of great value to 
the region to have it standing there as a protection for the defense 
imdustry. 

That, in effect, is what we get out of our certificate, and it has not 
even been mentioned in these hearings so far. 

Senator Warxrins. That is one of the things I want to go into to 
find out what that situation really is. 

Senator Kerauver. I understood that Mr. Roach had testified be- 
fore Senator Anderson that you were not going to have an excess, 
that you expected to obtain firm commitments for power purchases 
immediately upon receipt of the license from the Northwest power 
pool members. 

Mr. Roach, that is what you were reported to have said at page 8666 
of the transcript before the Interior Committee. 

Mr. Parry. That must have been me again, Senator. Mr. Roach 
did not testify. 
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Senator Keravuver. Mr. Parry, I mean. 

Mr. Parry. Of course, I said we were going to get the best contract 
we could get. We are still in the process of bidding. You have to 
measure those in the light of the demand. 

Senator Kerauver. Did you get firm commitments for all your 
power here, as you said here you expected to? 

Mr. Parry. That is for all of Brownlee and all of Oxbow? 

Senator Kerauver. Yes. 

Mr. Parry. Mr. Roach is in better position, I think, to answer that 
than I am. 

Mr. Roacu. Senator, as I explained this morning, in providing 
surplus power for an area, as it is done in the Northwest power pool, 
as distinguished from long-term firm contracts, it is done on a verbal 
oral basis from day to day and week to week. 

We are not proposing that this surplus power which temporarily 
is available to the Pacific Northwest by virtue of the acceleration of 
the construction is going to be available for 20 years or 15 years as a 
firm permanent power supply for others. 

We say it is available under the terms of the goal for a shorter 
yeriod of years, until such time as our own service area requires it. 

ut it does take care of a shortage condition in the Pacific Northwest 
power pool pending the ability of those companies and other agencies 
over on the coast themselves to bring in additional power. 

Senator Warxkuis. In terms of kilowatts, how much would it 
amount to? 

Mr. Parry. I can give you an answer in just a moment, sir. 

Senator Kerauver. The Federal Power Commission found this was 
needed in your own system, did they not? 

Mr. Parry. At the time that we had scheduled it—you must have 
in mind that our demand is not static, it is a growing one, and if I 
may have that chart back again, you will notice that the Idaho Power 
os demand is an ascending one, with jagged peaks as peaks come 
along. 

Now, during our whole proceeding before the Federal Power Com- 
mission we asked permission to build Oxbow first, Brownlee second, 
and Hells Canyon third; and if the plants had been built in that 
order and in an orderly manner, one after the other, we have con- 
sumed all of it in our system. 

The first change was that the Federal Power Commission told us 
to build Brownlee first, and as this same chart shows that created a 
surplus. 

Now then, to comply with the ODM and build Brownlee and Ox- 
bow simultaneously, and then finish both of them by next year, we 
create a surplus, and it is not the one that the Federal license was talk- 
ing about at all. It is based purely on timing. 

True, along in 1970 or 1975 we will consume it all on our own 
system. 

Senator Krravver. Mr. Parry, let us get this straight: The Federal 
Power Commission, on page 20, found, and it said: 

As a practical matter, Brownlee and Oxbow are definitely needed in the 
near future to supply its own needs. 

You are contending now that they had in mind that Oxbow would 
be completed in August 1961, and by moving it up a year and a half, 
that does give you some temporary surplus? 


94133—57—pt. 2 -9 
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Mr. Parry. It gives the surpluses : 

For the winter of 1958-59 a surplus of 464,000 kilowatts; for the 
winter of 1959-60, 369,000 kilowatts; for the winter of 1960-61 a sur- 
plus of 404,000 kilowatts; for the winter of 1961-62, 284,000 kilowatts ; 
and for the winter of 1962-63, 237,000 kilowatts. 

In other words, it is a diminishing surplus. 

Those are winter surpluses at the time they are the most badly 
needed in the Pacific Northwest because of the low flows of the Colum- 
bia River. 

Senator Kerauver. They are not constant loads; those are sur- 
pluses ¢ 

Mr. Parry. Those are available, dependable peaking capacities in 
the wintertime 

Senator Kerauver. I think we have that clear. 

Senator Warxins. As a matter of fact, up in Washington and 
Oregon, where they have a number of those defense factories, they 
have had to close down some of their lines, for instance, in the alumi- 
num plants; is that not true? 

Mr. Parry. They did last January, Senator, and our plant is the 
only one I know of that is in the state of construction that can begin 
to give relief on that in the winter of 1958-59. 

Senator Warkins. And the Federal Power Commission required 
you to operate in accordance with the program of the northwest 
power pool, did it not ? 

Mr. Parry. It did, and we are building at our own expense a 230,- 
000-volt connecting line. 

Senator Krerauver. What is its percentage ! 

Mr. Roacu. The first one is finished between Baker and La Grande: 
and the second one is on the way. 

Senator Keravuver. At a 100,000-volt rating? 

Mr. Roacu. No, it is a 230,000-volt rating, and its carrying capacity, 
the two lines, will be in the order of 400,000 kilowatts, 

Senator Carrott. Mr. Chairman, we go into debate tomorrow 
morning. I apologize for being caught in the Chair today for 2 hours, 
but they are concluding the debate on mutual security, and I under- 
stand tomorrow will be a hard and long day, including voting on a 
number of amendments, and they will go into the night, as I under- 
stand the leadership. There is a question about our meeting tomorrow, 
I, personally, would like to stay on the floor tomorrow. 

Senator Warxins. I have my commitments, but this is quite im- 
portant, and I would like to take it up. I have to leave now. 

Senator Kerauver. I did want to ask about one matter that I have 
been wondering about for a long time, and that is the bridge you have 
built out there. May I ask you about it, Mr. Roach? 

The law of the United States requires approval of the Chief of 
Engineers and the Secretary of the Army for the building of a bridge, 
and title 34, United States Code, sections 401, 413, provides criminal 
sanctions for anyone who violates the law. 

You built the bridge without getting permission, did you not, Mr. 
Roach ? 

Mr. Roacu. Well, Senator, I would not exactly say that. The 
bridge was built, or was in the process of being built by the con- 
tractor. 
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We were so long delayed in getting our clearances and all because 
of the interferences from groups entirely outside of our own service 
area, that the urgency to get going at the earliest possible date was 
extreme in order to prevent any real hardship in our service area, 
and the contractor filed his plans and specifications and his program 
which met fully the requirements of the Army engineers as to height 
above the river and the quality and characterofthebridge. 

Because he was somewhat of an eager beaver to get rolling in a 
hurry, he did start with the work on the bridge before the application 
had gone through channels and back to Washington and back out 
again through the various Army districts, 

When the question, or when the situation, was called to our atten- 
tion, the contractor’s work on the bridge was stopped until such time 
as the application had been processed in an orderly fashion, ; 

Now, to the extent that our contractor did proceed precipitiously, 
we were in technical violation, I assume. 

Senator Kerauver. You started building the bridge on January 9, 
1956. When did you finish the bridge? 

Mr. Roacu. Whenever we received the permit from the Army engi- 
neers, and I cannot tell you what the date was. 

Senator Keravver. You had the bridge finished before you ever 
received any permit, Mr. Roach. 

Mr. Roacu. Well, Senator, I am quite sure we did not. 

Senator Keravuver. I think I have the chronology here. 

December 10, 1955, the company filed an application for approval 
of the bridge plans, as required by law. 

December 21, 1955, a notice of the application was sent to the inter- 
ested parties, setting January 20 as the closing date for protest. 

January 3, 1956, the company filed an amended application. 

January 9, 1956, the company commenced construction, even during 
the time—the protest period had not ended until January 20. 

Then we find here that on March 10, 1956, that Senator Morse wrote 
the Attorney General, Mr. Brownell, setting out the parts of the 
code, which letter is self-explanatory, and I think it might very well 
be put into the record. 

(The document referred to is as follows:) 

MarcH 10, 1956. 
Hon. HERBERT BROWNELL, 
Attorney General of the United States, 
Department of Justice, Washington, D. C. 


Dear Mr. ATTORNEY GENERAL: I should like to call your attention to a situa- 


tion which in all likelihood constitutes a flagrant violation of the provisions of 
title 33 of the United States Code. 


Section 401 provides: 


“It shall not be lawful to construct or commence the construction of any bridge, 
dam, dike, or causeway over or in any * * * navigable river, or any other 
navigable water of the United States until the consent of Congress to the building 
of such structures shall have been obtained and until the plans for the same shall 
have been submitted to and approved by the Chief of Engineers and by the Secre- 
tary of the Army.” 

Section 525 (a) and (b) delegates the congressional authority herein to the 
Chief of Engineers and the Secretary of the Army. 

Section 406 provides: 

“Every person and every corporation that shall violate any of the provisions 
of sections 401, 403, and 404 of this title * * * shal! be deemed guilty of a mis- 
demeanor, and on conviction thereof shall be punished by a fine of not exceeding 
$2500 not less than $500, or by imprisonment (in the case of a natural person) 
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not exceeding one year, or by both such punishments, in the discretion of the 
court. And further, the removal of any structures or parts of structures erected 
in violation of the provisions of the said sections may be enforced by the injunc- 
tion of any district court exercising jurisdiction in any district in which such 
structures may exist, and proper proceedings to this end may be instituted under 
the direction of the Attorney General of the United States.” 

I was informed on February 23 by the office of General Itschner, Assistant 
Chief of the Corps of Engineers, that at that time the Secretary of the Army 
had taken no action on the application of the Idaho Power Co. for permission 
= —— a bridge across the Snake River near the site of its proposed Brown- 
ee Dam. 

I am also informed that the bridge in question was actually commenced be- 
fore the January 20 closing date for protests on the application, and was actually 
finished before the end of February. Since these actions appear to be a clear 
violation of law, I request that you institute an investigation of this matter. 

The Corps of Engineers can supply your office with much of the information 
and the rest can be readily supplied by the company and area residents. 


Please advise me at the earliest possible moment of what action you propose 
to take to enforce the law. 


Sincerely, 


Wayne Morse, 
United States Senator from Oregon. 


Senator Keravuver. Then we have a letter from Mr. Olney on May 
8, 1956, in which Mr. Olney says it was a violation of the law, and 


that they only prosecuted cases when the Secretary of War asked 
about it. 


We will make Mr. Olney’s letter of May 8 a part of the record. 
(The document referred to is as follows:) 
May 8, 1956. 
Hon. WAYNE Morse, 
United States Senate, 
Washington, D. CO. 


Dear SENATOR Morse: This is in reply to your letter to the Attorney General 
dated March 10, 1956, calling attention to the construction of a bridge by the 
Idaho Power Co. across the Snake River without the approval of the plans and 
location by the Chief of Engineers and the Secretary of the Army, and requesting 
to be advised as to the action the Department intends to take to enforce the 
law. 

As your letter states the commencement of the construction of this bridge 
without prior approval of the plans by the Chief of Engineers and Secretary of 
the Army is a violation of title 33, United States Code, section 401, for which crim- 
inal sanctions are provided. We therefore requested the Chief of Engineers to fur- 
nish us with a report concerning any violation of section 401. In response we 
received a letter dated April 25, 1956, from the Honorable Wilber M. Brucker, Sec- 
retary of the Army. He advises that an application had previously been made for 
the approval of the plans, that there is no objection to the bridge from the stand- 
point of navigation, that there is no legal objection to the approval of the applica- 
tion at this time, and that but for the circumstance that construction had been 
commenced there could be no reason to withhold approval. His letter also states 
that the Idaho Power Co. had demonstrated a willingness to comply with the 
law, that there is no evidence of willful violation, and that he does not recommend 
that any action be taken to compel removal of the bridge or to impose any 
penalty. 

' While title 33, United States Code, section 413, provides that the Department of 
Justice shall conduct the legal proceedings necessary to enforce the provisions of 
section 408, that section contains the somewhat unusual but, nevertheless, binding 
provision that, “* * * [I]t shall be the duty of district attorneys of the United 
States to vigorously prosecute all offenders against the same whenever requested 
to do so by the Secretary of War or by any one of the officials hereinafter desig- 
nated * * *” [Italics added]. Since the interested Government agency does 
not recommend prosecution, no such action is contemplated. 

Sincerely, 
WARREN OLNey III, 
Assistant Attorney General. 
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Senator Keravuver. General Itschner says then that application for 
the building of the bridge was not approved by the Army until the 


18th of May 1956. General Itschner’s letter will be made a part of 
the record. 


(The document referred to is as follows :) 


DEPARTMENT OF THE ARMY, 
OFFICE OF THE CHIEF OF ENGINEERS, 


Washington, D. C., May 18, 1956. 
Hon. WAYNE MoRsE, 


United States Senate, 
Washington, D.C. 


Deak SENATOR Morse: Reference is made to your letters of March 16 and 
April 11, 1956, and my replies of March 20 and April 16 and 27, 1956, concerning 
the construction of a bridge by the Idaho Power Co. across the Snake River at 
the site of the proposed Brownlee Dam near Brownlee, Oreg. 

Investigation has shown that the bridge, as being constructed, will provide 
adequate clearances for navigation and the passage of flood flow, ice, and debris. 
The plans were therefore approved by the Secretary of the Army on May 18, 1956. 

Federal laws enacted for the protection and preservation of the navigable 
waters of the United States provide that plans of bridges shall be approved 
by the Secretary of the Army from the standpoint of navigation and contem- 
plate that approval shall be obtained before commencement of construction. The 
Idaho Power Co. commenced construction of the bridge after submitting the 
plans thereof for approval but prior to approval and issuance of the permit 
by this Department. The Department of Justice was consulted by the Secretary 
of the Army in connection with violation of title 33, United States Code, section 


401, prior to approving the plans and that agency stated that no criminal prose- 
cution for the violation will be instituted. 
Sincerely yours, 


E. C. ITSCHNER, 
Major General, United States Army, 
Assistant Chief of Engineers for Civil Works. 
Senator Krrauver. By that time you had already started the bridge 
and completed it, Mr. Roach. 


Mr. Roacu. Do you have anything there, Senator, that indicates 
the date of the completion ? 


Senator Keravuver. Yes. I think it states here when it was com- 
pleted. 


Senator Morse’s letter here of March 10 says: 


I am also informed that the bridge in question was actually commenced before 
the January 20 closing date for protests on the application and was actually 
finished before the end of February. 


Mr. Roacn. Senator 


Senator Krravuver. I suppose Senator Morse had information 
about it. 

Mr. Roacu. Well, I am afraid that I must disagree with the Sen- 
ator in that conclusion because while I am sure the bridge was sub- 
stantially along, I am equally sure that it was not completed because 
work was stopped. There was some of the flooring that was not 
completed on the bridge. 

There were no guardrails on it, and the bridge —_— _— 
notification was posted on both sides, and guards were established 
there. 

Now, it was a construction bridge for the benefit of the contractor 
to get back and forth across the river, in order to get equipment with 
which to start the job and to permit the passage of individuals on foot. 


Senator Keravver. It was being built for the Idaho Power Cc., 
was it not, Mr. Roach ? 
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Mr. Roacu. Yes, it was; it was being built for construction pur- 

ses and for, Senator, the ultimate turning over without cost, as an 
interstate bridge, to the States of Idaho and Oregon, as a very neces- 
onty means of access to both sides of the—to both States. 

Senator Keravver. Mr. Roach, you knew, or should know, that you 
could not start a bridge or build a bridge without violating the law. 
I just wondered how you happened to start it. 

Mr. Roacu. Senator, under the contract it was the contractor’s 
responsibility, not ours; but the contractor 

Senator Kerauver. Go ahead. I am listening to you. 

Mr. Roacn. I think I will not continue to say what I was going to 
say, Senator, if it is all right with you. 

Senator Kerauver. The head of the Corps of Engineers says here 
that information before the Department of the Army indicates that 
construction of the bridge was commenced on or about the 9th of 
January 1956. The work remaining consisted of the addition of some 

lanking and handrails. “Contrary to our information, the bridge 
frie not been closed to traffic by our district engineer.” 

This was on April 16, 1956, so apparently the bridge was being used 
at that. time. 

Mr. Roacnu. Well, Senator, I cannot answer that because I was not 
down there in January or February of that year. 

I do know the bridge was posted with signs on either end warning 
people against using the bridge. 

Now, I do not think that any of the contractor’s men on the job 
probably forcibly prevented anybody who was willing, in the face of 
the public notice and the signs posted of trespass, to use the bridge. 
It was not policed, in other words. 

Senator Krravver. General Itschner says that as of the 16th of 
April the bridge had not been closed. 

Mr. Roacu. By him. 

Senator Keravuver. The bridge had not been closed to traffic by the 
district engineer. 

Mr. Roacu. That is right. I did not say it was stopped by the 
district engineer. 

Senator Kerauver. Mr. Roach, the statute says the beginning of the 
construction of a bridge; this contractor was constructing it for you, 
and I wonder, since we have been talking about complying with the 
law in the colloquy that you had with Senator O’Mahoney this morn- 
ing, how could you have your contractor start a bridge in violation of 
the law and open it up and let it be operating before you ever got a 
permit? How does that comply with the law ? 

Mr. Roacnu. Well, Senator, I do not know that I can answer that 
without being misunderstood, and I do not want to be misunderstood 
by you or any of the members of the committee or the staff. 

But, as a practical business matter, Senator, I do not know how we, 
a couple of hundred miles away in Boise, other than expecting the 
contractor to observe the requirements of the Army engineers, as was 
his responsibility under the contract, to forcibly prevent him from 
going ahead and starting it. 

Now, the minute we found it out, and the minute we found that 
he did not have the necessary permissions, we instructed him to stop 
work, in all good faith, and I think the bridge situation is a tempest in 
a teapot. 
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Senator Kerauver. Mr. Roach, you and your people must have been 
down there very frequently to see what was going on. 

Mr. Roacu. Senator, I was not down there. 

Senator Kerauver. But certainly your people must have been and 
here you start the bridge before even the time for allowing interested 
parties to file a ene 

Mr. Roacu. Well, Senator, if you have ever had experience with 
contractors who had a job to do— 

Senator Kerauver. You cannot blame this on your contractor; he 
was working for you. 

Mr. Roacu. That is right; and I freely admit he was working for 
us, and I freely admit the ‘bridge should not have been started, Senator, 
without having in hand the necessary permissions. 

The contractor felt that he was moving along, as he apparently 
had done on a good many other jobs, with never a voice raised in 
protest. 

Now, why was it raised in protest here? Simply because 

Senator Kerauver. Because you violated the law. 

Mr. Roacu. No, it was not, Senator. 

To be real honest with you and real frank, it was raised by some 
of the very ardent National Hells Canyon Association members who 
saw in that an opportunity to create a fuss and bring embarrassment 
publicly and to create adverse publicity toward the company as a 
gross violator of law. 

Senator Kerauver. You were. 

Mr. Roacu. We were, but innocently. It was a mistake of the heart 
and not of the head. 

Senator Krrauver. You mean that your very capable Mr. Parry 
would think you could go out and build a bridge over that navigable 
stream without permission from the Secretary “of the Army and the 
Corps of Engineers ; and you also know that they received protests, and 
notwithstanding the violation of the law and the protests, you pro- 
ceeded to build and start using the bridge ? 

Mr. Roacn. Senator, I do not think it was a good-faith protest, 
if I can express myself in that fashion. 

Here we were, and I admit, I am not excusing ourselves at all, here 
we were building a very valuable asset that was going to be valuable 
not only to the United States, built in strict conformity with the 
requirements of the Army engineers’ specifications, but a bridge that 
was to become without cost an interstate bridge, the property of 
Idaho and Oregon for the benefit of that public over there, and these 
people from Baker, Oreg., now are the people who are probably making 
the greatest use of the bridge, because the major share of the trade and 
new business developing down there is going into Baker, Oreg. 

Senator Krerauver. Of course, then in January 1956, in your letter 
from the Idaho Power Co. to Mr. English, you told him at that time 
that you were building the bridge, so you knew at that time you were 
doing it. 


Here is what your vice president, Mr. Inman, said to Mr. English in 
January of 1956: 





Work nearing completion or well underway includes access and project roads, 
eamp, office, and construction buildings, Brownlee (Snake River) Bridge, esti- 
mated cost, $200,000. 
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You were using that which you were building in violation of law 
as part of your costs in trying to get rapid-amortization certificates. 

Mr. Roacu. I think, wit all due respect, I can say that Mr. Inman 
was undoubtedly innocent of any misstatement there, because he as- 
sumed, as he probably could have assumed, that the contractor, whose 
responsibility it was to build the bridge and have the necessary per- 
missions, had proceeded to get them. 

Senator Keravver. Mr. Roach, honestly, I do not think you should 
put this off on the contractor who was working for you. 

Here is your own stationery on which, on January 16, 1956, over the 
signature of your vice president, you are telling and bragging about 
the progress that you had made, about being well underway and near- 
ing completion, a $200,000 bridge, which you asked to be included in 
your rapid amortization. 

I do not think there is anything funny about that, and I do not 
think you can lay this off on some contractor. 

Mr. Roacu. Well, Senator, I was not talking about this particular 
thing here. We were having a say about our friend, Mr. Inman, and 
I am truly penitent, and I regret that ever an occasion arose in which 
we might be charged with violating the law. 

We did not do it willfully, Senator, and I do not know what more I 
can say about it. 

We told the Army engineers that; we told everybody that had an 
official capacity what the situation was. 

Now, i 

Senator Kreravver. Mr. Roach, you knew you had to comply with 
the law because you filed in December an application for permission, 
and then you immediately started building the bridge. 

I just do not see how you think you can get by with that kind of 
business. 

Mr. Roacu. Well, Senator, what would you do? What are we sup- 
posed to do now? If there are any penalties to be exacted from us, 
we are going to have to pay the penalty. 

Senator Kreravver. No; Mr. Roach, it is a question of attitude. It 
is just a question of whether you felt you had some situation that 
would protect you from it. It goes along the same line that you were 
talking to ODM about using conventional financing, and then making 
a great effort to get rapid-tax amortization certificates ; advertisements 
that would not cost the taxpayers anything and regardless about our 
dispute as to the amount, it undoubtedly cost you something. 

T just wondered what your explanation about the bridge could be. 

Mr. Roacu. Well, Senator, I plead guilty and ask the court for 
mercy because I have explained to you the reasons why, and I should 
like to say this, in addition 

Senator Krerauver. Was it not really your feeling that you were 

roing to go after this thing to get it done, and a little matter like a 
aw requiring a permit to build a bridge was not going to stop you? 

Mr. Roacu. Senator, I am sorry that I must violently take issue with 
you on an implication of that kind. 

For 40 years, and over 40 years, Idaho Power has been a respected 
citizen of Idaho and the Snake River Valley. 

We enjoy to a degree, I think, far beyond any other company in like 
circumstances, the approval and the good will of our customers and 
the people out there. 
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They are the people to whom we are responsible daily for our con- 
duct, and I think if you will investigate, eat you will find that 
Idaho Power never has willfully or knowingly violated any law or 
a yy of either the Federal or State Government. 

ow, that is not to say we have not been guilty of omissions, but 
certainly 

Senator Kerauver. You mean up to the time of this bridge? 

Mr. Roacu. Including the bridge. 

So any inference that we flout the law or regulation 

Senator Kerauver. Mr. Roach, I still do not see how you say you 
did not willfully violate the law when here, your own vice president, 
is writing in the middle of January that the bridge was near com- 
pletion, was well on its way; when at that time you had to know that 
even the time for the filing of protests had not expired. 

What if a small group of farmers had built the bridge? Do you 
think they would have gotten by with it like this? 

Mr. Roacu. Well, I am sure, Senator, that you and the Army engi- 
neers and everybody else would have been just as charitable of the 
farmers as you have been to us, and just as forgiving. 

Senator Keravuver. All right; I did want to ask you one matter, 
Mr. Cosdon, before we leave here. 

We asked you for certain records relative to Idaho Power Co. and 
under subpena and out of your Washington office. 

We did not find this letter, Mr. Cosdon, which has a rather impor- 
tant bearing on this matter, a letter that was secured in another hear- 
ing which you did not bring up when we subpenaed you. 








STATEMENT OF WATER B. COSDON, MANAGER, EBASCO SERVICES, 
INC., ACCOMPANIED BY JAMES L. BOONE, COUNSEL—Resumed 


Mr. Cospon. Senator, it is perfectly possible—— 

Mr. Boonr. May I say something about that ? 

Senator Keravuver. I would like to know why Mr. Cosdon did not 
bring it up. 

Mr. Cospon. Might I take time to read it, sir? 

Senator Keravuver. If you wish, but I wonder why you did not 
bring it up. 

Mr. Cospon. Senator, without taking the trouble to read the letter, 
this letter, to the best of my recollection, is among our files that were 
subpenaed in another proceeding and are in New York, so this letter 
would not be in my 

yponntor Kerauver. That is a photostat of a letter you have in your 
office. 

Mr. Cospon. I sent all of my files to New York, sir, where they 
were photostated for another hearing. 

Senator Keravver. You mean you did not send up all of your 
files, then ? 

Mr. Cospon. For the other proceeding; yes, sir. 

Senator Kerauver. We wanted letters out of your office, whether 
they were in New York or whether they were here, that bore on this 
Idaho Power matter. This letter does, and you did not bring it up. 

Mr. Cospon. Well, this letter was not in my Washington oflice files, 
sir. 
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Senator Kerauver. You mean there are other letters then in New 
York that were written by the Washington office, which you did not 
bring up here? 

Mr. Cospon. Senator, only the ones that were subpenaed under the 
other proceeding, or in the other peocending: 

Senator Kerauver. We wish you would get the letters that you 
wrote, whether they are in New York, or wherever they are, and bring 
them up, Mr. Cosdon. 

Mr. Cospon. Yes. 

Senator Kerauver. We will make the letter an exhibit. That refers 
to this tax-amortization matter. 

Mr. Cospon. May I make a note of this? 

Senator Kreravuver. The letter is dated September 3, 1953, and it is 
to Mr. Roach. This is from Mr. Cosdon and I think we might as well 
read the entire letter. 

It is as follows: 


Dear Mr. Roacw: You recall when you were in Washington, I expressed my 
concern regarding the uncertainty of the future of the tax-amortization program. 
You have no doubt read of the September 1 action of Defense Mobilizer Flem- 
ming calling for a review and possible termination of some of the expansion 
goals. In this connection, we are attaching our Washington office memo of 
September 3 which goes somewhat further than press coverage. 

Turning to your specific problem, we discussed your Oxbow and Brownlee 
applications with George English this morning in an effort to obtain a favorable 
Interior Department recommendation to ODM; however, he reports that he is 
reluctant to forward the Oxbow application to ODM prior to the issuance of the 
FPC license. Not only does he feel that ODM would deny it, but he fears con- 
currence of his superiors in Interior prior to the issuance of the FPC license 
highly unlikely. He did state, however, that even if the program is terminated, 
it is anticipated that ODM will permit the processing of those applications on file 
at the time of the formal establishment of a cutoff date, which projects are 
within the power program. This he said would be the case with respect to your 
Oxbow application. 

We are considering approaching Edwin A. Harris, Administrator of the DPA 
Office of Aluminum, and to whom you directed your letter of August 7, acquaint- 
ing him with your application. We hesitate to approach him, thinking that you 
may be here later this month when the F'PC hearing resumes and might prefer to 
make a personal call. Frankly, I believe the only way we will be able to save this 
matter off of dead center prior to the receipt of your FPC license will be 
through direct action on the part of Mr. Harris or others in similar positions of 
authority. 

I would appreciate your letting me know of your wishes in this regard and 


in the meantime I will continue to give thought as to how we might best move to 
protect your interest. 


Sincerely, 
WALTER B. Cospon. 


This is important, it seems to me, because it shows that you and 
Mr. Roach were dealing with various people back in September 1953 
in trying to get this tex amortization, which is prior to Mr. Roach’s 
testimony that he had only a faint hope. 

Mr. Cospon. I believe these applications were filed August 1953. 
At that time, there was the attitude on the part of the Department 
of Interior, as well as ODM, not only in this particular situation but 
in other matters, that we had pending, that they would not act on 
a tax amortization application until you were free and clear of the 
Federal Power Commission; in other words, you had your Federal 
Power Commission license. 
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Senator Keravuver. This shows also that you went to see Mr. 
English, that Mr. English told you all about it, that you were con- 
sidering going to see Mr. Harris of the Aluminum Office. 

Mr. Cospon. Yes, sir. 

Senator Kerauver. Mr. Roach had already written him on August 
7 that he might want to go down to see him personally. 

Mr. Cospon. My recollection is that Mr. Harris at that time was, 
I believe his exact title was, Director of Aluminum. He was known 
as the aluminum czar, and the whole purpose of such a contact or 
my suggesting such a contact was for the purpose of seeing if in the 
particular position and office that he occupied, there was any reason 
because of the then situation, that he might want to intercede with 
Interior and ODM, in order to have the certificate issued. 

Senator Kerauver. Mr. English is the man who finally recom- 
mended the certificate to Mr. Wycoff and Mr. Gray, is he not? 

Mr. Cospon. Yes, sir. 

Senator Kerauver. And Mr. Harris comes into the picture and 
you wrote him on August 7, 1953, Mr. Roach. 

What were you writing him about then ? 

Mr. Roacn. Senator, I have no recollection of that in 1953. I 
may well have written him. Ido not deny that, but I have absolutely 
no recollection of it. 

Senator Kerauver. Apparently you were trying to work through 
Mr. Harris to help him get you the tax certificate way back in Sep- 
tember 1953. 

Mr. Roacn. Well, that would not be unusual, Senator. We had 
just filed the application. 

Mr. Cospon. Senator, to the best of my recollection, although I 
suggested this to Mr. Roach, and he apparently wrote to Mr. Harris, 
there was nothing further that I did in this regard, and there is 
nothing that I know or have any recollection of that Mr. Roach 
did, and certainly we know that these certificates were not issued. 

Senator Kerauver. All right. 

Well, the letter has been read. 

Mr. Boone. Senator, if I may recall, we have been engaged, as 
you know, in three hearings. The first is the Senate hearing, the 
Kilgore hearing, the second is what is called the Chudoff hearing, 
and this hearing. 

Now, in the first hearing, the Kilgore hearing, a tremendous num- 
ber of our records were subpenaed. Senator, there are virtually a 
roomful of them and those exhibits, may I say to you and to this 
committee, to this day, have not been released. 

Now, as I recall, the Washington records, am I right, Mr. Cosdon, 
were sent to New York? 

Mr. Cospon. Yes, sir. 

Mr. Boonr. Whether they were ever returned, I am not certain, 
because those records have not been released. 

I spoke to Mr. Clifford about it today and he said there must be 
some mistake about it because he said they were intended to be re- 
leased. ‘ 

Senator Keravuver. Mr. Boone, this is one of such letters, but this is 
a photostat of the letter which you apparently still have. 

Mr. Boone. Mr. Clifford took the photostats of all the letters. 
Senator Kerauver. This is a photostat. 
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Mr. Cutrrorp. This is a photostat and we took no originals. It is 
my understanding that Ebasco was told at that time that the ma- 
terials were released and if there was hardship to Ebasco, so far as 
I know, since the hearings concluded on September 23, 1955, no 
protest has been made. 

Senator Kerauver. Anyway, you have only a photostat. They 
have got the original. 

Mr. Ciirrorp. That is right. 

Mr. Boones. If we have the original, we will send it down to you. 

Senator Kerauver. We do not want the original, we have a photo- 
stat. 

Mr. Boonr. We just want to explain that. 

Senator Kerauver. You see, we subpenaed the records that Mr. 
Cosdon had. You had the original copy and did not send that up. 

Mr. Boone. I made it clear to Mr. Dixon that we were only giving 
these records that we had in the Washington office. You know we 
received very short notice on that matter and we in good faith at- 
tempted to comply with the subpena, but I will look for that exhibit. 

Senator Kerauver. It certainly shows there has been a very close 
relationship between Mr. Cosdon, and the Ebasco people here, with 
Mr. English, who is in the Interior Department, who finally acted on 
this matter. 

I do not know if Senator Watkins wants to ask any further ques- 
tions or not, gentlemen. 

He did not express himself very definitely. 

Off the sean. 

Off the record discussion, ) 

enator Keravuver. We will undertake to contact Senator Watkins 
and let you know within an hour or an hour and a half as to whether 
he has any more questions to ask and, if not, with the further infor- 
mation that we have asked you to get on some points, we will stand 
in recess subject to the call of the Chair. 

(Whereupon, at 5:45 p. m. the committee adjourned subject to the 
call of the Chair.) 
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TUESDAY, JUNE 18, 1957 


Untrep States SENATE, 
SUBCOMMITTEE ON ANTITRUST AND MoNnopoLy 
OF THE COMMITTEE ON THE JUDICIARY, 
Washington, D. C. 

The subcommittee met, pursuant to adjournment, at 10:30 a. m,, 
in room 457, Senate Office Building, Senator Estes Kefauver presiding. 

Present: Senators Kefauver (chairman), O’Mahoney, Wiley, Car- 
roll, and Dirksen. 

Also present : Paul Rand Dixon, counsel and staff director ; Dr. John 
M. Blair, chief economist; Philip Layton and George Clifford, attor- 
neys; Ray Cole, investigator ; Carlile Bolton-Smith, counsel to Senator 
Wiley; and Peter Chumbris, counsel for minority. 

Senator Krrauver. The committee will come to order. 

I would first like to say that I am sure the subcommittee is gratified 
to know that ODM has changed its rules so as to publicly announce on 
a daily basis the issuance of tax-amortization certificates. At the same 
time information is to be given to the officials of the companies involved.’ 
As chairman of this subcommittee, I want to congratulate you, Mr. 
Gray, upon that change in procedure. 


STATEMENT OF GORDON GRAY, DIRECTOR, OFFICE OF DEFENSE 
MOBILIZATION, ACCOMPANIED BY CHARLES H. KENDALL, COUN- 
SEL, ODM—Resumed 


Mr. Gray. That’s right. 

Senator Keravuver. Is it in the form of an order or is there a press 
release in connection with it ? 

Mr. Gray. I think there was a press release; yes. I think it was 
published in the press. 

Senator Kerauver. I saw a notice of it in the Wall Street Journal. 
I didn’t know whether there was a formal order about it or not. 

Mr. Gray. It was my instruction that this be done. I don’t know 
- that I signed a piece of paper. 

Senator Keravuver. Weare glad it has been done. 

For your information we have had the staff of the committee make 
a study of stock trading and behavior in quite a number of other cases 
between the time the Idaho Power decision was made and the com- 

any was notified and when the notice was made public. The staff 
nas found in quite a number of other instances a similar behavior in 
stock trading similar to that of the Idaho Power Co. This was not 
a single occurrence and I am sure this new order will be helpful. 
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Mr. Gray, first may I announce that Senator O’Mahoney was here 
but he had to make a quorum at the Interior Committee and he said 
he would return shortly. Senator Dirksen is at the White House and 
we expect him to be here shortly also. 

Mr. Gray, when you testified here the first time, your testimony was 
that the Interior Department, the delegate agency for electric power 
matters of ODM, had recommended the granting of the rapid tax 
writeoff certificates to the Idaho Power Co. You referred in your 
statement to a letter written by the Interior Department during the 
time Mr. McKay was Secretary, which I believe was in October 1955; 
and then later on, when information was requested from the Interior 
Department, we were furnished a letter which had subsequently been 
written by Mr. Fred Seaton, the present Secretary of the Interior, 
dated March 11, 1957, recommending against the issuance of the cer- 
tificates. I felt, as chairman, you should have advised the committee 
of the letter, which was withheld from the committee. After we had 
received the letter from the Interior Department, ODM sent us a 
copy or perhaps the original of the letter. 

The other day in a telephone conversation with Dr. Flemming, your 
redecessor as Administrator of the Office of Defense Mobilization, 
e advised me that there was attached to Mr. Seaton’s letter of March 

11, 1957, a full memorandum dealing with the Idaho Power Co. rapid 
tax writeoffs and throwing a great deal of light on this subject. 

I must say this issue has been one that needs light thrown on it. 
It has been rather mysterious to me that the delegate agency recom- 
mended against the issuance of a certificate but this information was 
not readily given by you to Senator Byrd’s committee or to this com- 
mittee. e now find out that there was a memorandum by Mr. Flem- 
ming dealing with this entire subject which I felt might throw light 
upon the circumstances an dispel some of the mystery that has been 
generated in connection with it. 

In your testimony, Mr. Gray, you had referred to the fact that Dr. 
Flemming wrote you a memorandum concerning several matters but 
my conversation with him was the first that I found out there was 
a specific memorandum attached to Mr. Seaton’s letter. When his 
letter was finally brought up here by you—and I have the original 
here apparently— there was no memorandum attached to it. We have 
not cea an opportunity of studying the memorandum. Did you 
receive such a cnsseleirdaliiain from Dr. Flemming? 

Mr. Gray. I received a number of memorandums from Dr. Flem- 
ming about pending matters, Senator, and engaged in various discus- 
sions with him about matters pending when he departed the Office. 
And there was a memorandum specifically addressing itself to the 
Idaho Power Co. tax application. 

Senator Kerauver. It is my impression that this memorandum of 
Dr. Flemming’s is specifically with reference to the Idaho Power Co. 
It took exceptions to the possible granting of rapid tax amortization. 
The memorandum would certainly have required further consultation 
concerning, if not an outright recommendation against, the granting 
of the tax certificates. 

Will you produce the memorandum so we can study and consider 
it? 

Mr. Gray. No; I cannot produce it, Mr. Chairman. 

Senator Kerauver. Why can you not produce it, Mr. Gray ? 
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Mr. Gray. Because, Mr. Chairman, this was not an official com- 
munication which involved the process of granting the certificates, 
the memorandum does not reflect a conversation or conversations 
that I had with Dr. Flemming, and I consider this as one of those 
matters of consultation and advice within the executive branch which 
I am under a duty not to discuss, with respect to which I am under 
a duty not to discuss under executive privilege. 

Senator Kerauver. You claim the memorandum is privileged ? 

Mr. Gray. Yes. 

Senator Keravuver. On what grounds do you claim it is privileged ? 

Mr. Gray. On the grounds that this involved, as I just stated, along 
with conversations with Dr. Flemming, various discussions about the 
Idaho Power applications which I do not consider a part of the official 
record of action in this case. 

Senator Kerauver. It must be borne in mind that you had been in 
office only a short time, Dr. Gray, when you acted upon this applica- 
tion and received Mr. Seaton’s letter through Dr. Flemming. At the 
time you received Dr. F lemming’ S memorandum, there was also a let- 
ter from Senators and Congressmen, dated February 6, 1956, which 
asked for a public hearing to receive information and advice with 
reference to the consideration of the granting of these rapid tax 
amortization certificates. 

I believe this is the first instance where the Secretary of the In- 
terior had recommended against the issuance of a certificate and where 
his recommendation as the chief of the delegate agency had been over- 
ruled. It must be borne in mind that Mr. Roach did not make up his 
mind until after April 1, when the Supreme Court decision was 
handed down, that he was going to finish Oxbow by 1958 and that 
information had not been communicated to you until after you had 
made up your mind. 

It should be kept in mind that Dr. Flemming had certainly greater 
information about this than you had, Mr. Gray. It must be kept in 
mind that there was either advice or certain people in the White 
House were advised or consulted about this matter. 

This involves a large amount of the taxpayers’ money. I cannot 
imagine you pleading privilege in connection with this memorandum, 
Mr. Gray. 

Mr. Gray. Is that a question ? 

Senator Kerauver. Yes, sir. Do you take all those matters into 
consideration / 

Mr. Gray. Yes, sir. I think I am entitled to advert to some of the 
things that you have said, Senator, because you have not asked ques- 
tions. You have made a long statement. In the first place, as I said 
to the subcommittee in my last appearance before it, the March 11 
letter of Secretary Seaton to which you have referred, I had not 
diseussed it nor was I in a position to present it at the time of the 
Byrd committee hearings or the first hearings of this subcommittee 
because I had been advised there was a serious question of executive 
privilege. I told your committee this the last time I appeared. I 
also—I think the record will show—I indicated to you that on the 
morning of May 27, which was the date of my last appearance before 
this committee I had been advised that this letter was not covered 
by executive privilege and I therefore had determined to present 
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it to the committee and when we came up at 2 o’clock it was presented 
by Mr. Kendall to a member of the committee staff. In that hear- 
ing you charged that I had decided to present the letter only because 
you had received it from the Interior files. I indicated that I did 
not know that you had received it from the Interior files and that 
is the situation. 

I feel I am entitled to say for the record that when this letter was 
determined not to be covered by executive privilege, I decided to 
present it to the committee. 

Another point I should like to advert to in your statement is that 
it seems to me from what you have said about your remarks with Dr. 
Flemming you have left the inference that Dr. Flemming was opposed 
to the granting of these certificates. That is not the case. 

Senator Kerauver. What did Dr. Flemming say about it in his 
memorandum? ‘That is the reason we want the memorandum, Mr. 
Gray. We are entitled to know what he said. It is interesting, Mr. 
Gray, that in the first place you have readily quoted at great length 
from the letter of October 1955 from the Secretary of the Depertreent 
of Interior. You claim, by quoting that letter, that the Interior De- 
partment had recommended for the issuance of the certificates. When 
you make public a letter recommending the issuance of the certifi- 
cates to bolster your action, how you can feel that another memoran- 
dum which is against your position is privileged I don’t know. 

Mr. Gray. You say I quoted extensively. 

Senator Kerauver. Yes. 

Mr. Gray. That was before your committee ? 

Senator Kerauver. You used the letter of October 1955, quoting 


at length from it in your statement, saying that the issuance of cer- 
tificates was recommended by the Department of Interior. 

How your attorney can hold the view that a letter used to sustain 
your position would not be ene, but a subsequent letter taking 


the other viewpoint would be privileged, I do not understand. 

Mr. Gray. Well, I can respond to that by saying that when I testi- 
fied before your committee I understood the October 25 letter to be 
the official position of the Department of the Interior. That was true 
when I appeared before the Byrd committee and before your com- 
mittee the first time, which I think was on May 21, that I understood 
the October 25 letter to represent the official position of the Depart- 
ment of the Interior. 

Senator Kerauver. You say on page 14 of your statement that on 
October 25, 1955, the Department of Interior recommended to the 
Office of Defense Mobilization the issuance of the necessary certificates 
on both projects for the following reasons and then you quote at length 
from that letter. 

Mr. Gray. That’s right. 

Senator Keravuver. This letter of October 25, 1955, was not even 
signed by the Secretary of Interior; it was signed by an Under Secre- 
tary. ‘Two years later you received another letter from the Secretary 
of the Interior concluding, “Accordingly I recommend that you deny 
issuance of the accelerated tax amortization certificates by Idaho 
Power Co.” Are we to understand that anything that is against the 
position you take is to be considered privileged ? 

Mr. Gray. No, sir; that is not correct. 
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Senator Krerauver. Mr. Gray, this is a matter that does not involve 
any military security, does it? 

_ Mr. Gray. I don’t know that it involves any military security; no, 
sir. 

Senator Krerauver. Mr. Gray, it seems to me that this is a matter 
of a very large contract between the Government on the one side and 
a private corporation on the other side. It does not relate to defense; 
it is a matter that involves a great deal of money and important bene- 
fits. You do not claim privilege for the memorandum of Mr. Seaton, 

et this memorandum, setting forth the viewpoint of your predecessor 
in connection with this letter, you claim is privileged. I do not think 
you are doing right by the committee and the public in withholding 
this information. 

Do you think there is anything that is going to adversely affect the 
defense of the United States in this recommendation ? 

Mr. Gray. No. Senator, I don’t think there is anything that affects 
the defense and I have not declined to present the memorandum to you 
on the ground that it affects the defense. I have not in any way in- 
dicated that. 

Senator Kerauver. Since a private corporation is involved, it is not 
a confidential communication between one branch of government and 
another branch of government. It is a matter involving a branch of 
the Government with a private corporation. 

Mr. Gray. Let me say this, Senator, you referred to the tax amor- 
tization certificates which were granted as being a contract between 
the Government and a private concern. I do not so understand it. 
The tax amortization certificates however were an official action of the 
Government. You are referring to a memorandum which is between 
officials of the Government—or now one of them is a former official 
of the Government—and, as I have indicated, it does not reflect the 
entire interchange of conversation between Dr. Flemming and myself. 
It is not an official document which is in any way involved in a part 
of the official record. 

Senator Kerauver. I concede I was using the word “contract” in 
a broad sense. It was a matter in which a private corporation on the 
one side was receiving a benefit from the Government of the United 
States. That only involved an agency of the Government and a pri- 
vate corporation, which you say was not a defense matter. 

Mr. Gray. I said the question of withholding or failing to present 
to this committee a memorandum from my predecessor to me was not 
a defense matter. The whole genesis of the power development pro- 
gram which started about 6 or 7 years ago was related to the national 
defense. In that sense it cannot be said that the certificates are not 
related to the national defense. I am saying that I have not said the 
Flemming memorandum had anything to do with national defense. 

Senator Kerauver. Do you withhold the letter on the ground that 
it would adversely affect the defense of the United States? 

Mr. Gray. No; I donot withhold it on that ground. 

Senator Kreravuver. Or that it would give information to the enemy? 

Mr. Gray. No, sir; I am not suggesting that the enemy would be 
interested in this. 

Senator Keravuver. Mr. Gray, I wish you would give us the benefit 
of this memorandum. It is an explanation of the letter which you 
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have now made public and taken out of the privileged classification. 
If we get the letter which you now have furnished the committee, it 
would seem that the explanation and the attitude and the remarks and 
the diagnosis by your predecessor, who had more information about 
it than you had, yould be important. 

Mr. Gray. There was no analysis in Dr. Flemming’s memorandum 
to me of the letter. The discussion whether the letter met the criteria 
which were applicable, I believe, was not discussed in the memo- 
randum. This was in my conversation with Dr. Flemming in which 
he made it perfectly plain to me that he did not consider that the 
March 11 letter went to the criteria which should govern the granting 
of these applications. 

Senator Keravuver. If you are going to tell us about it, you ought to 
give us the memorandum and let us read it for ourselves. 

Mr. Gray. Well, I am not producing it, Senator. 

Senator KEravver. In my telephone conversation, brief as it was, 
I received the opposite impression from Dr. Flemming. I also had 
the impression he didn’t think there was anything sacrosanct about 
the memorandum. 

Mr. Gray. I beg your pardon? 

Senator Keravver. In my brief telephone conversation with Dr. 
Flemming, I say I had the opposite impression that he did go into 
the merits of the case and was not altogether favorable to the Idaho 
Power Co. and also he didn’t think there was anything sacrosanct 
or privileged about it. He readily discussed the matter with me and 
I believe suggested that we contact you about it. 

Mr. Gray. Well, I, of course, was not privy to your conversation 
with Dr. Flemming. 

Senator Keravuver. You will not give us the memorandum ? 

Mr. Gray. That’s right, sir. 

Senator Dirxsen. If you honestly feel, Mr. Gray, that it is a mat- 
ter of privilege, you are entirely right, in asserting the privilege. 

Mr. Gray. Senator, before you came in I indicated to the chairman 
that when Dr. Flemming left office he discussed with me orally or in 
memorandum form a great many matters which were pending before 
the Office of Defense Mobilization which he had not finished’ up and 
which he was very much interested in. The Idaho Power tax amor- 
tization certificates were one of these matters. He left me a memo- 
randum with respect to those certificates but discussed somewhat at 
length the situation involving those certificates and furnishing the 
memorandum to the committee would in no way reflect the entire 
range of his discussion with me about these matters. I consider this 
as falling squarely within an area in which Government officials ex- 
change information, receive advice and which never become a part of 
the official record and there is no way to make his conversation a part 
of the official record. 

Senator Kerauver. Mr. Gray, this is not an exchange of informa- 
tion between two departments. This is just a statement of the views 
of your predecessor who is in the same position that you are now in. 

Mr. Gray. That’s right. It was a retiring official turning over a 
lot of things to his successor with a good many comments about them, 
a wide variety of subjects which I consider to be in the nature of 
advice among officials in the executive department. 
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Senator Keravuver. I am sorry you have taken this attitude. I think 
it is wrong. I wish you would see if you can discuss the matter about 
Dr. Flemming and decide that the best evidence would be the memo- 
randum he furnished you. 

Senator Carroll ? 

Senator Carro.u. In view of Dr. Gray’s attempted explanation of 
this matter to Senator Dirksen, we had this very situation arise the 
other day before a Senate committee in which the counsel for the 
witness being interrogated said he could answer no question because 
it would constitute a waiver of privilege. It is true in that case it 
would be possibly based upon some criminal action that might be 
filed in the future. But it seems to me for Dr. Gray to attempt to 
explain the nature of the document without producing it in legal terms 
is a waiver of a privilege. Of course, we know in this separation of 
powers theory that we can’t compel an official of the executive branch 
to reveal these matters which are as important as they say in the 
separation of powers theory. But if he attempts to explain the sub- 
stance, the document itself is the best proof and I think ought to be 
presented. I can’t understand why it should not. 

Senator Krerauver. That is the general rule. In the light of the 
fact. that you have given an explanation, do you not feel that you 
ought to produce the document that is the best evidence, Mr. Gray? 

Mr. Gray. No, Mr. Chairman, I think it is incorrect to speak of 
a waiver of privilege in this connection. I am under a duty which 
is imposed upon me by the President of the United States not to dis- 
close matters that properly come within the executive branch. It is 
not a question of my being able to waive it. 

Senator Kerauver. You don’t mean the President of the United 
States has discussed this matter with you, Mr. Gray? 

Mr. Gray. I can’t say that. 

Senator Keravuver. You don’t mean that anybody representing 
the President has told you to claim privilege here ? 

Mr. Gray. Senator, as I indicated to you before 

Senator Kerauver. Can you answer my question? Whether any- 
one, the President or anyone representing the President, has in- 
structed you to plead privilege? 

Mr. Gray. I decline to answer, Senator. You asked me once before 
from whom I received competent advice with respect to the applica- 
tion to this document, of executive privilege, and I told you this was 
a matter I could not discuss with the committee. 

Senator Kerauver. You decline to answer whether the President 
or anyone at the White House has told you to claim privilege here? 

Mr. Gray. I do decline to answer. 

Senator Dirksen. And very properly so, I think. 

Senator Kerauver. Mr. Gray, did you receive any memorandum 
from anyone at the White House with reference to this claim of privi- 
lege that you are making? 

Mr. Gray. No, sir. 

Senator Kreravver. You said you did not receive any memorandum 
but you now decline to answer whether anyone instructed you or not? 

Mr. Gray. That’s right. 

Senator Keravuver. Mr. Gray, after you received the letter of 
March 11 from Mr. Seaton, to which Dr. Flemming’s memorandum was 
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attached, did you talk with Mr. Seaton about it before making up your 
mind to issue these certificates? 

Mr. Gray. No, I did not talk with Mr. Seaton. 

Senator Keravver. You mean that you got this letter from your 
delegate agent—— 

Mr. Gray. Mr. Seaton was in the hospital. 

Senator Kreravver. Recommending against—— 

Mr. Gray. Mr. Seaton was in the hospital. 

Senator Keravuver. He said he had visitors. He said he talked 
with people on the telephone. Elmer Bennett, his assistant, was out 
to see him often. 

Mr. Gray. I can only say to you, Senator, that his office informed 
my office that he was not receiving visitors and could not see me. I 
did not talk with Mr. Seaton about this at the time. 

Senator Krrauver. Did you go over the matter with his assistant, 
Mr. Bennett, after seeing this letter and before making up your 
mind? 

Mr. Gray. I have testified that I informed Mr. Bennett it was my 
intention to grant these certificates. 

Senator Kerauver. Did you have a conversation with Mr. Bennett 
in which you discussed the items that were set forth in Mr. Seaton’s 
letter ¢ 

Mr. Gray. I informed Mr. Bennett it was my intention to issue these 
certificates, Senator. 

Senator Kerauver. My question was, Did you have a conversation 
with Mr. Bennett in which you discussed the points brought up and 
the objections made by Mr. Seaton to the issuance of the certificates ? 
My auestion refers to the time before you made up your mind. 

Mr. Gray. Senator, I repeat that I informed Mr. Bennett that it 
was my intention to issue these certificates. 

Senator Kerauver. Mr. Gray, I must repeat-my question. Before 
you made up your mind on the 9th or 10th of April that you were 
going to issue the certificates, did you have a conversation with Mr. 
Bennett in which you went over the items of objection made by Mr. 
Seaton for the issuance of the certificates ? 

Mr, Gray. I think, Mr. Chairman, that any discussions that I might 
have had with other Government officials with respect to this which 
do not, which are not a part of the official record are matters which 
I should not discuss here. 

Senator Kerauver. Do you claim privilege? First, did you have 
any conversation with Mr. Bennett before you made up your mind? 

Mr. Gray. I suggest that that is covered under the doctrine of 
executive privilege, Mr. Chairman. 

Senator Krrauver. You refuse to answer? 

Mr. Gray. That’s right. 

Senator Keravver. Even the point of whether you had a discussion 
or not? 

Mr. Gray. That’s right. 

Senator Kerauver. Did you have a discussion of the matter with 
Sherman Adams of Mr. Seaton’s letter and of Dr. Flemming’s 
memorandum ? ‘ 

Mr. Gray. My answer is still the same. 

Senator Keravuver. You mean you refuse to answer? 

Mr. Gray. My answer is the same; yes. 
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Senator Kmrauver. Did you have one with Governor Pyle? 

Mr. Gray. My answer is the same. 

Senator Keravuver. General Persons? 

Mr. Gray. My answer is the same. 

I covered this in my previous testimony. 

Senator Keravver. I am trying to find out whether you called this 
letter to their attention; whether you discussed the letter and the 
memorandum of Dr. Flemming with these gentlemen. When you 
were here before I didn’t know about this memorandum of Dr. Flem- 
ming. Did you discuss the memorandum and the letter with Jerry 
Morgan ? 

Mr. Gray. My answer is the same, Mr. Chairman. 

Senator Krerauver. Mr. Gray and Mr. Kendall, Mr. Clifford has 
been to your office, and your staff has been very courteous to him, but 
none of these memorandums were made available to him. Mr. Flem- 
ming’s memorandum with reference to the March 11 letter was not in 
your files. This letter was not there. How many memorandums and 
letters of this kind have been sifted out of the file or not shown to 
Mr. Clifford or not made available to this committee? 

Mr. Gray. I think every document which is relevant and is a part 
of the official record has been made available to the committee, Mr. 
Chairman. I don’t know of any that involve the processing of these 
applications which have not been made available. 

Senator Kerauver. What is that now ¢ 

Mr. Gray. I say I do not know of any documents which are rele- 
vant to the processing of these applications and which are part of 
the official record which have not been made available. 

Senator Krerauver. None of the memorandums such as the memo- 
randum of Dr. Flemming and other legal memorandums have been 
found in the file. How many of these papers and documents have we 
been denied access to ? 

Mr. Gray. I don’t know of any. 

Senator Kerauver. Mr. Kendall, can you answer that? 

Mr. Kenpauxt. The only document I was not able to give to Mr. 
Clifford when he was down at the office was a letter from Under Sec- 
retary Clarence Davis dated August 11, 1955, which was classified 
confidential. I agreed with Mr. Clifford to review the classification 
with the Department of the Interior as is necessary, the letter having 
originated there, and I have secured its declassification so it may be 
turned over this morning to the committee. 

Senator Kerauver. We are glad to have that. But how many mem- 
orandums and other documents have been withheld from us, Mr. Ken- 
dall, such as the memorandum of Dr. Flemming? Who took those 
out of the file? 

Mr. Kenpauu. To my knowledge the memorandum from Dr. Flem- 
ming that has been discussed this morning was never a part of the file 
on Idaho Power. 

Mr. Gray. That memorandum was in my personal file, Mr. Chair- 
man. 

Senator Kerauver. Whether it is personal or not, it doesn’t belong 
to you personally. It belongs to the Office of ODM, doesn’t it? 

Mr. Gray. It does belong to the Office of ODM. I am saying it 
never became a part of the official files because it was a matter of ex- 
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change of views together with the conversations I had with Dr. 
Flemming. 

Senator Keravuver. You mean you don’t let our committee see any- 
thing that is in a personal file? 

Mr. Gray. If it is relevant and considered to be an official docu- 
ment, yes, your committee is entitled to see it. 

Senator Keravuver. But if it is privileged, if you think it is privi- 
leged then we don’t see it? 

fr. Gray. That’s right. 

Senator Keravuver. I just want to make it clear, Mr. Gray, so far 
as I am concerned I think the Dr. Flemming memorandum and the 
other memorandums he wrote are certainly pertinent. I see no reason 
why they should be privileged. But you refuse to turn them over 
to us? 

Mr. Gray. That’s right. 

Senator Kerauver. How large is this personal file which you won’t 
let us have access to? 

Mr. Gray. Well, I have a lot of matters which, a lot of files which 
are in my office involving a wide variety of subjects, which are not in 
the central filesof ODM. As far as Idaho Power, the case your com- 
mittee is concerning itself with, I have already indicated to you that I 
think there is nothing that your committee has not had access to which 
is properly a part of the official record. 

Senator Keravver. That is in your opinion. We have a different 
opinion about it, Mr. Gray; at least I do. 

Mr. Gray, during the course of your testimony, you stated that you 
received a memorandum from Mr. Wyckoff, that you had a recom- 
mendation from the Interior Department and that on the 10th, or 
perhaps you mentioned the 9th of April on one occasion, you made up 
your mind that the certificates would be issued. You notified certain 
officials about it and about a press release. Then on the 17th the 
certificate was written up. There is still some controversy as to 
whether it was the 16th, 17th, or 18th when Ebasco was notified or the 
Idaho Power Co.. was notified. Later, on the 25th, the decision was 
made public. But Mr. Roach has testified here that it was not until 
after Korii 1, 1957, when the Supreme Court decided the Idaho Power 
Co. license case that he made up his mind to complete Oxbow by De- 
cember 31, 1958. That is at page 1165 of our hearings. Perhaps he 
made his decision 2 or 3 or 4 days after April 1. So that he made up 
his mind 2 or 3 or 4 days after April 1 to complete Oxbow by December 
31, 1958. Prior to that time the idea had been to complete Oxbow 
later, in 1960 or 1961. 

Senator Drrxsen. I don’t think that is quite correct, Mr. Chair- 
man, if you are referring to his statement in New York, because there 
I think he qualified it to say under the Federal Power Commission 
license it could be completed up to 1961. 

Senator Kerauver. Yes, that’s right. But he did testify that he 
had not made up his mind to finish Oxbow by December 31, 1956, 
until 2 or 3 or 4 days after the Supreme Court decision. That is in 
the record. He also said the first information that he gave out about 
this change of mind was when he signed a statement on April 12 
that they intended to complete Oxbow by December 31, 1958. It was 
addressed to Mr. English, and Mr. English received it on the 15th of 
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April and on the same day he brought it over to Mr. Wyckoff in the 
Office of Defense Mobilization. 

So that letter, as you have testified, did not reach you—it repre- 
sented the first document about the change of mind—auntil after you 
had made up your mind. What information did you have at the 
time you made up your mind that Idaho Power had changed its mind 
and decided to complete the project by December 31, 1958? 

Mr. Gray. Senator, I have no information about changes of mind. 
As I have previously testified, the applications were on file with the 
Office of Defense Mobilization. It was clearly understood that one 
of the criteria for the granting of the application was that the work 
be completed by the end of December 1958. 

I was advised by my staff, upon whom I properly rely and who 
have relationships with the various companies of all sorts who are 
applying for tax amortization and who furnish information with 
respect to their intentions, that the applications met the criteria. I 
had no reason to believe that they would not and you will recall that 
when you asked me—I think the last time I appeared before the com- 
mittee—about the press report of Mr. Roach’s statement in New York, 
and some testimony of an attorney for the Idaho Power Co., I indi- 
cated to you I had not seen those and knew nothing about them and 
you will recall then that considering this a very serious matter I 
dispatched a telegram to Mr. Roach which so far as I know is the 
only communication I have personally had with this company and 
his response was received and you read it into the record, the ex- 
change of telegrams into the record. 

I had no reason to believe at any time on the basis of advice that 
was given to me by my staff that it was not intended to comply with 
the requirements of the certificate, which clearly on its face would 
have been invalid if this completion date had not been met. 

Senator Kerauver. Mr. Gray, the application for the certificates 
was filed in August 1953. It was suggested in that application the 
completion date was 1956. The certificate wasn’t acted upon until 
April 1957. After the goal had been raised, the completion date was 
one of the criteria which you set down on pages 13 and 14 of your 
statement. 

Mr. Gray. That is correct. 

Senator Kerauver. Then it must meet the criteria by proving it 
would be completed by December 31, 1958. Mr. Roach had not made 
up his mind until after the Supreme Court decision of April 1, 1957. 
I want to know what information you had at the time you made up 
your mind in April 1957, and where you received it from? 

Mr. Gray. I repeat that I was advised by my staff that these appli- 
cations met the criteria which were applicable. I had no reason to 
doubt the advice of my staff and I still have no reason to doubt it. 

Senator Kerauver. We examined the application that was filed with 
you and nowhere in the application did we find that it said Oxbow 
would be completed by December 31, 1958. 

Mr. Gray. I think you found in your examination of it that it clearly 
indicated that for the certificate to be valid, construction had to be 
completed by December 1958. 

Senator Keravver. But the point is that it was the basic criterion 
that you had to find would be complied with. 
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Mr. Gray. That is correct. 

Senator Kerauver. In the beginning. Otherwise you could just 
grant them all and hope that they eit be completed by the end of 
the time. This was a basic criterion to be complied with. I want to 
know who you talked with to get the information that it would be com- 
pleted by that time when Mr. Roach didn’t make up his mind until just 
a few days before. 

Mr. Gray. I have no information or knowledge whatsoever about 
Mr. Roach’s mind. I repeat, Senator, that I was informed by staff 
on whom I should properly rely that the criteria were met in every 
respect and I had no reason to believe that they weren't met. I was 
advised that they were and as I have indicated the certificate itself on 
its face shows that it would be invalid if this completion date were not 
met. 

Senator Kerauver. Mr. Gray, did you advise Mr. Wyckoff to get the 
April 12 letter from the Idaho Power Co. ? 

Mr. Gray. No, sir; I never advised staff to get anything of that sort. 
I rely on staff for the information as to whether these various criteria 
on these things are met and I was advised that they were. 

Senator Kerauver. Mr. Wyckoff and Mr. English both testified that 
they thought it was important that information be secured. Yet you 
made up your mind before the information reached you. 

Mr. Gray. I made up my mind on the basis of statements from staff 
that the criteria were met. 

Senator Keravver. Did you talk with Mr. Bennett about the com- 
pletion date? 

Mr. Gray. Well, I have indicated that I would not discuss the sub- 
stance of any conversation I had with Mr. Bennett. 

Senator Keravuver. Did you talk with any of these gentlemen at the 
White House about the completion date ? 

Mr. Gray. My answer is the same, Senator. 

Senator Keravuver. What is that? 

Mr. Gray. That I will not discuss any conversations of that sort. 

Senator Keravver. You think it is privileged to any discussions 
you had with outsiders or people in Government about the completion 
date, Mr. Gray? 

Mr. Gray. Senator, I have stated and I will repeat that such infor- 
mation as I had about the completion date was furnished me by staff. 
I had no reason to doubt it and it seems to me that the record shows 
that there was no reason to doubt it. 

Senator Kerauver. These notes that Mr. Wyckoff made after his 
conversation with you refer to, “Goal is closed, was charged against 
the goal. If for any reason the goal were reopened, the criteria would 
be reexamined.” Does that refresh your recollection as to talks you 
had with Mr. Bennett or Mr. Adams about the completion date, Mr. 
Gray ? 

Mr. Gray. Mr. Chairman, until I appeared before the committee on 
the second time, May 27, I do not believe that the question of a com- 
pletion date had been raised with me. I don’t think that anybody 
Ae raised a question that the completion date would not be met. 


Senator Kerauver. Mr. Kendall, in my letter to Mr. Gray I 
requested that you bring with pe any or all legal memorandums or 


opinions that you had prepared as the General Counsel for the Office 
of Defense Mobilization with reference to the legality of certificates 
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of necessity for electric generation plans. That was the request. Did 
you bring such memorandums with you? 

Mr. Kenpauu. I know of no legal memorandums on the question of 
issuing certificates to public utilities. 

Senator Keravuver. Just how long have you been the ODM General 
Counsel, Mr. Kendall, or in the Legal Department of ODM? 

Mr. Kenna. I have been General Counsel for ODM since 1952. 
Prior to that was General Counsel of DPA which had the issuance 
of these certificates from the time the law was passed except for a few 
a when NSRB had it and at that time I was General Counsel of 
N y 

Senator Keravuver. Mr. Kendall, you mean during all that time that 
you and nobody else ever wrote a legal memorandum with reference to 
the legality of the issuance of rapid amortization certificates to elec- 
tric-power facilities? 

Mr. Kenpatt. I don’t remember ever writing one and I found none 
in the files. 

Senator Kerauver. You haven’t been able to find any in the files? 

Mr. Kenvatu. I found none in the files. 

Senator Kerauver. Certainly that question must have been raised, 
Mr. Kendall, particularly where it was not an incentive and where 
the facility would be of permanent value and not just emergency 
value. 

Mr. Kenpaut. I don’t understand what you mean that it was not 
an incentive. 

Senator Keravuver. Mr. Kendall, the words are in section 168 of the 
Internal Revenue Code of 1954—and this is about the same as it was 
back in the 1950 act and even the 1939 or 1940 act—“Emergency facil- 
ities necessary in the interest of national defense.” 

The question comes to my mind as to the legality of issuance of 
certificates to the electric power industry where it is not an induce- 
ment, where the plants were going to be built anyway, where it is not 
something that would be unusable and not of value after the emer- 
gency was over and particularly since the Federal Power Commission 
or the State utility commissions guarantee the rates. You mean there 
is no legal memoranda in connection with these matters? 

Mr. Kenpatu. Not to my knowledge. 

Senator Keravuver. No discussions about them either ? 

Mr. Kenpauy. There was a policy discussion I believe in 1951 con- 
cerning the issuance of tax amortization certificates to public utilities. 
There may have been policy discussions during World War II. In 
both cases certificates were issued. 

Senator Keravuver. But prior to July 1, 1953, Mr. Kendall, the 
record shows in statements by Mr. Dryer and I think you have testi- 
fied about it too, that the old DEPA would ferret out particular 
utilities that were needed for particular purposes and in particular 
sections of the country and get them to build utilities or plants for 
particular defense needs. Then beginning in July 1, 1953, that was 
changed, it would certainly seem at the time of that change—which 
resulted in Mr. English certifying any electric utility for 30 or 35 
percent rapid tax amortization, even though it had no defense con- 


nection, no surplus, no reserve. There would be a legal memorandum. 
There was none? 
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Mr. Kenpauu. There was none. Do you wish any comments on 
the rest of your statement? DEPA was never a part of ODM. It 
was part of Interior. The reason in 1952 and 1951 there was con- 
siderable selectivity in the certification of utilities was that there was 
not enough materials for the building of all that we could use and we 
had to limit the number that could be approved. And we didn’t wish 
to issue certificates if we were going to deny them material. 

Senator Kerauver. There was a materials control program ? 

Mr. Kenpaux. That’s right. 

Senator Krravuver. The war was on and materials were being con- 
trolled. Mr. Kendall, you say there was no legal opinion as to the 
legality of these kinds of certificates. 

It is customary for Members of Congress and committees to rely 
upon the Legislative Reference Service of the Library of Congress for 
expert opinions in connection with statutes and the interpretation of 
those statutes. I asked the Library of Congress for an opinion on 
this matter as to whether under these facts, an issuance of such a cer- 
tificate was legal within the statutes. Mr. James P. Radigan, who is 
the senior specialist for the Library of Congress, made a study and 
has furnished the committee with an opinion. 

Mr. Radigan, are you here? 

Mr. Rapigan. Yes, sir. 

Senator Kerauver. Come around and sit down. 

Did you have a legal opinion, Mr. Gray, at the time you acted on 
this matter? 

Mr. Gray. No, I did not. 

Senator Keravver. You didn’t call for one ¢ 

Mr. Gray. No, sir. 

Senator Witey. May I ask one question? How many previous 
amortization certificates had been issued? Can you tell how many 
have been issued, say in 1957, 1956, 1955, 1954, how many altogether 
through the last two generations or since the law was passed : 

Mr. Gray. For electric power and transmission ? 

Senator Winey. Yes. 

Mr. Gray. About 927 during the history of this program since it 
began in 1950. 

Senator Witey. How many in 1957, 1956, 1955? 

Mr. Gray. Well, I can furnish those figures. We had some dis- 
cussion of this in our last appearance. 

Senator Wiriey. I’m sorry if you gave it then. I wasn’t here. 

Mr. Gray. Actually, I would say that over the period of the pro- 
gram from 1950, about the same number of certificates, involving 
about the same amount of plant investment, were issued each year, 
and I think the record will show that I indicated the biggest single 
year, both as to numbers of certificates and as to value of facilities 
involved, was in 1952. 

May I respond to the Senator’s question ¢ 

Senator Keravuver. Yes, sir. 

Mr. Gray. I saw no reason to ask for a legal opinion inasmuch as 
this program had been in existence since 1950, and, in fact, I believe, 
a similar program existed in World War II, in which a financial 
inducement was given to utilities. So there was no question in my 
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mind about the legality. It had been going on for many years and 
I had no reason to ask for a legal opinion on it. 

Senator Witry. I would like to get definitely how many had been 
issued previously in 1957, 1956, 1955, if you have that. 

Mr. Gray. I’m not sure I have that with me, but I will furnish it for 
the record. 

(Senator Wiley withdrew this request since the information had 
already been supplied in different form.) 

Senator Dirksen. Mr. Chairman, may I interpose one question? 

Actually it is not a question of legal opinion, is it? It is a question 
of interpreting what the facts are and whether or not they square with 
the criteria that were laid down. That doesn’t involve a question of 
legality. That is a question of determining the facts. 

Mr. Gray. I have no reason to believe nor do I now think it is a 
question of legality as far as these Idaho Power certificates are con- 
cerned. 

Senator Knrauver. The key phrase is “emergency facilities neces- 
sary in the interest of national defense.” As we will show in a few 
minutes, the question of legality where the facilities are needed any- 
way, where they will continue to be of value, is involved. That is the 
case here, you gentlemen will agree, isn’t it? That they will not out- 
live their usefulness when the defense effort is over ? 

Mr. Gray. I think, Senator, throughout the tax amortization pro- 
gram since it began in 1950 and as it operated in World War II, I 
am sure that there were great numbers of facilities which came into 
being as a result of it which didn’t pass out of existence at the end 
of an emergency. 

Senator Kerauver. The other matter is whether it was an incen- 
tive, whether it was necessary, whether it had to be given in order to 
get the companies to go forward which in this case Mr. Roach and 
others agreed while they were glad to get the certificates, they were 
going forward notwithstanding, did they not? 

Senator Carroti. Mr. Chairman, I had a colloquy with my distin- 
guished friend from Wisconsin the other day on this very issue and 
I would like to question the counsel. It was my contention at the time 
that when the Congress originally passed this act, whether it was 
in 1939 or 1950 or when it was reenacted in 1954, the Congress declared 
a legislative intent in delegating its authority in the ODM regulation. 

Mr. Kenna. That’s right. 

Senator Carrot. That regulation, after it sets up basic standards 
and criteria, is usually reported in the Federal Register, is it not? 

Mr. Kenparu. That’s right. 

Senator Carron. That is done to make it constitutional, because 
you operate not in a vacuum or by individual power; you operate 
under standards, do you not? 

Mr. Kenpatu. That’s right. 

Senator Carrot. It is under those standards and basic criteria that 
the issuance of the certificates is based ? 

Mr. Kenpaux. That’s correct. 

Senator Carrot. So actually the foundation s one of law after you 
set up the standards and then you see whether the facts fit the stand- 
ards, isn’t that the legal procedure? 

Mr. Kenpatu. Yes, the question is one of fact in most cases whether 
they fit the standards. 


-_— 
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Senator Carroxtz. But the standards in effect are legal standards 
because of the delegation from the Congress to ODM? 
Mr. Kenpatx. That’s true. 
Senator Carrott. I think it is important to get that background. 
Senator Kreravver. Mr. Radigan, in response to the request by the 


committee, you have sent us a letter with a memorandum. Will you 
give it to us? 


STATEMENT OF JAMES P. RADIGAN, SENIOR SPECIALIST, LIBRARY 
OF CONGRESS 


Mr. Rapican. Do you wish me to read it? 

Senator Keravuver. Yes, sir. 

Senator Dirksen. Will you first give me a little background about 
yourself ? 

Mr. Rapiean. I have been working for the Legislative Reference 
Service since 1928 as an attorney. 

Senator Wir. You don’t look that old. 

Mr. Rapigan. Maybe I haven’t been working hard enough. Pre- 
vious to that practiced law for 5 years here in the District. I was 
head of the American Law Division from the time it was created until 
February 1955 when I moved over as senior specialist. That is about it. 

Senator Keravuver. Did you graduate from a law school ? 

Mr. Rapiean. Graduated from Georgetown 1923. 

Senator Kerauver. Have you had much experience in construing 
legislative intent and statutory enactment ? 

Mr. Rapriean. I have been working on it since 1928 pretty much. 

Senator Kerauver. Members of Congress have been relying upon 
your opinions ? 

Mr. Rapiean. I have had requests from every Member here today. 

Senator Keravver. You are unbiased? You have no interest in 
this matter at all? 

Mr. Rapican. None whatever. It is just a matter of statutory con- 
struction as far as I am concerned. 

Senator Krerauver. Please read your opinion. 

Mr. Rapiean. The words of the act (sec. 168 of the Internal Revenue 
Code ef 1954) authorizing the issuance of accelerated amortization 
certificates for “emergency facilities” certified as “necessary in the 
interest of national defense” by an agency designated by the President, 
considered literally and separately from the known legislative pur- 

ose, might conceivably permit the issuance of such a certificate to 

daho Power by the Office of Defense Mobilization. Such a construc- 
tion of the act, however, is certainly not the only nor necessarily the 
most logical one that might be made. To arrive at such a construction 
requires stretching to the utmost, or disregarding entirely, the car- 
dinal rules of statutory construction applicable to this type of act. 

This act does not fall within the rule of statutory construction that 
where there is no ambiguity there is no room for construction (United 
States v. Wiltberger (1820), 5 Wheat. 76; Tewas v. Chiles (1875), 21 
Wall. 488; Goodwin v. Colorado Mortgage Investment Co., of London 
(1884), 110 U. S. 1; Yerke v. United States (1899), 173 U. S. 439; 
United States v. Missouri P. R. Co. (1929), 278 U.S. 269), but rather 
under the rule that where there is ambiguity the character of the 
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statute determines the type of construction (United States v. Balti- 
more & O. 8S. W. R. Co. (1911), 22 U.S. 8). 

In determining administrative powers the legislative purpose is the 
controlling element (United States v. American Trucking Association 
(1940), 310 U. S. 534). 

If there is more than one construction possible under a literal read- 
ing of the words of a statute, the one most consistent with the legisla- 
ean should be adopted (United States v. Katz (1926), 271 
U.S. 354). 

The reason and spirit of the law should prevail (Wilson v. Mason 
(80 , 1 Cr. 45; United States v. Katz, supra; United States v. Kirby 

1869), 7 Wall. 482). 

Statutes should be construed so as not to lead to an absurd conse- 
quence, but so as to effectuate the legislative intention (United States 
v. Kirby, supra; Oates v. First National Bank (1879), 100 U.S. 239; 
Church of the Holy Trinity v. United States (1892), 143 U. S. 457; 
Lau Ow Bew v. United States (1892), 144 U.S. 47; United States v. 
Oregon and C. R. Co. (1896), 164 U. S. 526; Hawaii v. Mankichi 
(1903), 190 U. S. 197; Jacobson v. Massachusetts (1905), 197 U.S. 11; 
Haggar v. Helvering (1949), 308 U. S. 389). 

It is not proper to follow the literal meanings of the words of an 
act if to do so will lead to a variance with the policy of the legislation 
as a whole, United States v. American Trucking Association, supra. 

There is no need to labor or to suppose that the administrators of 
this act were unaware of the fact that the necessity for the enactment 
of this act was the exhibited reluctance of business to build new 
emergency plants that might likely become wholly useless when the 
emergency period passed. (See United States v. Allen-Bradley 
(1957), 1 L. ed. 2d 347.) The 1950 act, under which the certificate was 
granted to Idaho Power is, for purposes under consideration here, the 
same as its predecessor 1940 act. In interpreting the latter, the court 
said the act was for the purpose of inducing private enterprise to 
acquire facilities for which se would have had no need ( Wickes 
Corp. v. United States (1952), 108 IF’. Supp. 616) or for inducing the 
immediate and large investment of private capital for construction 
of facilities for the production of materials vitally necessary (Arkan- 
sas-Oklahoma Gas Co. v. Commission of Internal Revenue (1953), 
201 F. 2d 98). The Senate Committee on Finance, which inserted 
this provision in the Revenue Act of 1950, stated the provision had the 
same basic objectives as the 1940 act and was for the purpose of pro- 
viding amortization for facilities of an emergency character. (See S. 
Rept. 2375 of 81st Cong., 2d sess., p. 58.) 

To construe the words “emergency facilities necessary in the interest 
of national defense” as applicable to an electrical generating plant of 
permanent construction in an area where the existing and the future 
known demands for electrical energy (without the necessity of the 
continuance of the emergency) would justify its construction, requires 
a total disregard of the stated purpose and of the spirit of the act. 
The need for this generating plant, without the existence of the Korean 
situation or any other similar police action, is readily determinable 
from (1) the Annual Reports of the Activities of the Joint Committee 
on Defense Production (H. Rept. No. 1097, 83d Cong., 2d sess.; 
H. Rept. No. 1, 84th Cong., 1st sess.; H. Rept. No. 1669, 84th Cong., 
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2d sess.; H. Rept. No. 1, 85th Cong, Ist sess.) ; (2) Construction, 
Operation, and Maintenance of the Hells Canyon Dam on the Snake 
River between Idaho and Oregon (S. Rept. No. 324, 85th Cong., Ist 
sess.); (3) Rapid Amortization of Emergency Facilities (hearings 
before Senate Committee on Finance on S. 1795, 85th Cong., 1st sess.) ; 
(4) Public Works Appropriations for 1958, part 2 (hearings of House 
Appropriations Committees, 85th Cong., Ist sess.) ; and (5) a Report 
on 5-Year Amortization of Emergency Defense Facilities Under 
Section 168 of the Internal Revenue Code of 1954 (committee print of 
Joint Committee on Internal Revenue Taxation, 1956). 

To epitomize—while an exceedingly broad construction of the literal 
wording of the act might make it permissible to grant an accelerated 
amortization certificate to Idaho Power, such action seems contrary to 
the legislative purpose and spirit of the act, the two elements which 
should control] its administration. 

Senator Keravver. That is your best judgment about this? 

Mr. Ranpiean. Yes, sir. 

Senator Wirey. Whose business is it under the law to construe it? 

Mr. Rapiean. The business of the agency. 

Senator Witey. Was the previous construction the practice over 
the years? Does that have anything to do with determining just what 
the meaning is? 

And another question: As everyone knows, national defense is the 
biggest job we have on our hands now, and in a broad sense we are 
engaged in national defense spending up to 40 to 50 billion dollars 
a year. The only problem I see here, if it was, as Seaton said, the 
business of Gray to make the decision, if he made it, if there isn’t 
anything crooked, he has made it and that is determinative. Do you 
agree with that conclusion ? 

Mr. Rapiegan. There is nothing you can do about it from the point 
of view of having a court do anything about it, but the fact that he 
made it doesn’t mean that it is within the spirit of the act nor that it 
will not be questioned. 

Senator Witey. How will it be questioned ? 

Mr. Rapigan. By a committee of Congress. 

Senator Witey. We question pretty nearly everything. I am talk- 
ing about whether the courts will interfere with the judgment. I am 
one of the Senators who was for the Hells Canyon Dam. Iam alsoa 
lawyer of some 35 years of experience. I agree fully with what Sea- 
ton said when he disagreed with Gray but it was his judgment and it 
was his finding that was more or less determinative and to me that 
seems to be it. 

Mr. Rapiean. I don’t think that it is true, Senator, that the rule 
of law is that any finding not in accordance with the spirit and terms 
of the law is morally and legally final. 

Senator Witey. How would you raise the question in court? 

Mr. Rapiean. I concede that I don’t know how you form the issue 
for that. I wasn’t asked to do that. I thought this was the proper 
interpretation of the wording of the act. 

Senator Wiiey. Your conclusion is, to epitomize, while an ex- 
ceedingly broad construction of the wording of the act might make it 
permissible to grant an accelerated amortization certificate to Idaho 
Power, such action seems contrary to the legislative purpose and spirit 
of the act, the two elements which should control its administration. 
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Mr. Rapigan. I think that is the rule under administrative law in 
an administrative agency. The spirit and the purpose should control. 

Senator Wirey. In the beginning of that statement it says, “It 
might be permissible to grant.” 

Mr. Rapiean. I couldn’t categorically say it is illegal. 

Senator Witry. Mr. Radigan, you have cited a number of cases to 
sustain your point of view. 

Mr. Rapigan. And there are many more. 

Senator Witey. And there are many more. I have here one which 
is a recent case, Wickes Corp. v. United States, United States Court 
of Claims (108 Fed. Sup. 616), a unanimous opinion by the Court 
of Claims speaking through Judge Madden in which the court says: 


The purpose of the statute was to induce private enterprises to acquire facilities 
for which they would have had no need except for the pressure of wartime 


production. 

Is that the line of cases that you cited? 

Mr. Rapiean. Yes. 

Senator Witry. What statute does that construe ? 

Senator Kerauver. This statute? 

Mr. Rapiean. The 1940 act. 

Senator Winery. It doesn’t construe the 1950 act. 

Senator Keravuver. The 1950 act is the same thing, is it not? 

Mr. Rapican. Same statute. No material difference. One thing 
I recall] is proportional amortization which wasn’t in the 1940 act. 

Senator Keravuver. The report of the Finance Committee says it 
is the same act. 

Mr. Rapiean. The purpose and intent was the same. 

Senator Carrot. May I ask, Mr. Chairman, how did that case 
arise? Who brought it into court? The question here seems to me 
that when Congress passes a law and somebody violates that law, 
whether it is an agency by the power we delegated, certainly we have 
a remedy in court ; the Internal Revenue Service would have a remedy 
in court. In my opinion a private taxpayer would have a remedy 
in court if the statutory delegation were exceeded. 

Senator Wier. I haven’t any question about that as a rule of law, 
but I do say that even courts nowadays show definitely in their de- 
cisions that there is a disagreement as to what certain language means. 
Even the Supreme Court has split decisions. But here you have a 
prs actice that has been followed and if it is a wrong practice, then we 

‘an test it. But I again say that when in 1950 they. reenacted the law, 
these officials assumed that was the law under which they should pro- 
ceed and they have proceeded and they have continued to proceed 
since 1950 in'a number of cases. According to the record here, some 
900 applications were processed all through those years, or even more 
than that. 

Mr. Cuumpris. Twenty thousand. 

Senator Wirxy. Twenty thousand, since the law was originally 
passed. The only thing I want to suggest is that because someone dis- 
agrees with me in the conclusion and I disagree with him in his con- 
clusion, I do not like the practice of assuming in committees that a 
man is a criminal or has done wrong intentionally or anything of the 
kind. 

When a man, under our legislative process, is given the job of mak- 
ing a decision and he makes it, until he is proven to the contrary, 
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I say that it is his job to make the decision, and I don’t want to infer 
there is something crooked in it. 

I say again, I voted for Hells Canyon and expect to vote again 
for it. There is too much committee insinuation when people dis- 
agree with us. We say we are all right and they are all wrong. I 
don’t like it and I am frank to say it. 

Senator Keravuver. All we asked this man to do was to get up a 
legal opinion. 

Senator Wier. I am not talking about him; I am talking about our 
practice in committee. 

Senator Keravuver. I think it is important to get the facts out here. 
I think it is important to refer to the fact that Congress itself had a 
misgiving about this matter as to whether this type of facility would 
be eligible under the law for rapid tax amortization. We find that 
the issue was raised on December 20, 1950, in the United States Senate 
by Senator Johnson of Colorado. Senator Johnson expressed the 
feeling that the emergency period language and other language in 
this 1950 amendment would rule out the granting of amortization 
certificates of this kind, didn’t he, Mr. Radigan? 

Mr. Rapiean. I don’t recall that. 

Senator Keravuver. We find he offered an amendment so as to 
strike out certain language, referring to the emergency period and 
so on, which amendment was accepted by Senator George and taken 
to conference but for the purpose only of going to conference. Then, 
in the conference, the amendment offered by Senator Johnson of 
Colorado for the purpose of making this procedure legal was left 
out of the bill. We find that Ebasco Services in its booklet of March 
1951 on amortization of emergency facilities discusses this matter at 
page 41. I will read just this one paragraph, 

Senator Johnson of Colorado is reported in the Congressional Record of De- 
cember 20, 1950, in an effort to clarify the congressional intent of section 124 (a) 
of the Internal Revenue Code and to remove the question of economic usefulness 
as a criterion for certification introduced an amendment which would have elim- 
inated from section 124 (a) the words which are believed to be the basis for 
the economic usefulness consent and which had not appeared in the 1940 law. 
This amendment while passed by the Senate was rejected in the conference 
between the House and Senate conferees prior to final passage of the Excess 
Profits Tax Act. 

Senator Wirxy. You mean that Senators differed back there too? 

Senator Keravuver. This is signed by a committee of Ebasco and it 
does give the history. The point is that they were aware there was 
a very serious question of legality of this kind of matter, particu- 
larly in cases where the facility would be permanent and where it 
would be built in any event. 

Any further questions of Mr. Radigan ? 

Senator Dirksen. No, except there is one other provision in his 
statement that I think has been overlooked. I think when you read 
from that Supreme Court decision, you evidently did not read far 
enough. 

Senator Keravuver. This was Court of Claims decision ? 

Senator Dirksen. Court of Claims. On page 3 is this language, 
about 6 or 7 lines down: 

The 1950 act, under which the certificate was granted to Idaho Power is, 


for purposes under consideration here, the same as its predecessor 1940 act. 
In interpreting the latter, the court said the act was for the purpose of inducing 
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private enterprise to acquire facilities for which they would have had no need 
or for inducing the immediate and large investment of private capital for con- 
struction of facilities for the production of materials vitally necessary. 

So the question of whether there was a need for the plant later is 
only one consideration, as you point out, and I think rightly so, 
Mr. Radigan. There is another consideration also. 

Mr. Rapiean. That’s right, also. Iam not denying it. It seems to 
me as far as defense is concerned, nobody denies that utilities could 
be used for defense purposes and there might be reason for the Con- 
ee to believe that they should have tax amortization certificates. 

he only point I am trying to make is that I don’t believe this 1950 


act does that. I am not taking issue with the policy that they 
shouldn’t have it. 


Senator Kerauver. What is that? 

Mr. Rapiean. It is very probable that public utilities could be con- 
sidered necessary for defense and entitled to tax amortization cer- 
tificates. But I don’t think that the 1950 act warrants granting it in 
this particular instance because it is not being planned as an emer- 
gency plant which might be supplying aluminum industries or some 
industry like that. There are instances where it would be conceivable 
that it could be granted to a public utility, if it were supplying a 
big camp, a big military installation and so forth, that couldn’t be 
supplied otherwise. 

he only issue I was taking with the interpretation is that I don’t 
think the act could be so interpreted. That it can be done and has 
been done is not denied but it is not within t ie spirit of the act and 
I don’t think it was the intention of Congress when they enacted the 
1950 act to provide for such certificates. They intended to take care 
of the emergency, the Korean situation. They intended to take care 
of cases where the people wouldn’t come forward, business wouldn’t 
come forward and build, or where there was a vital necessity for the 
product or where there wouldn’t be any conceivable use for them in 
the future. 

Those were the two apparently controlling elements, that were dis- 
cussed in the hearings, reports, and debates and so forth. 

Senator Dirxsen. I think at this point a little comment from Mr. 
Kendall would follow in the right place in the record. 

Senator Kerauver. Yes, I think it would be very interesting. 

Mr. Kenpatt. I have no wish to be critical of the study made. 

Mr. Rapican. Help yourself. I have been critical of you, there 
shouldn’t be any reason why you couldn’t be critical of me. 

Mr. Kenpatt. I have three things that come to me. First the em- 
phasis on post emergency economical usefulness, if carried to the ex- 
treme suggested, would eliminate most of the program. You see 
aluminum facilities and steel facilities are also useful after the emer- 
gency is over so that this would attack not the power facilities only, 
but practically the entire program. 

Secondly, I would like to comment and this you have touched on, 
Senator Wiley, that the act was construed in this fashion during 
World War II and was substantially reenacted by the Congress in 
1950, and was so construed up to 1954, and was reenacted in 1954. 
The rule is pretty well established in the construction of a statute that 
if the Congress reenacts in the light of established administrative con- 
struction they approve the construction given the statute. 

94133—57—pt. 2—11 
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Finally, I don’t think I could quite agree that the change in lan- 
guage in 1950 was of no significance in this connection, since one 
change in language was to add the phrase that the percentage of cer- 
tification should only extend to so much of the cost as was necessary 
for defense purposes, having in mind obviously that not the entire 
facility need be a defense facility but only some ‘element in it need be 
defense. So the Congress obviously looked forward to usefulness 
post emergency for these facilities. 

Those are my offhand comments. I don’t think there was ever a 
serious legal question on this raised before, and that is the reason that 
I have never prepared an opinion on it. Of course, there are a thou- 
sand questions that haven’t been raised upon which I haven’t prepared 
opinions. 

Mr. Rapiean. May I 

Senator Kerauver. Mr. Radigan? 

Mr. Rapiean. I was going to ask Mr. Kendall on the proportionate 
amortization, shouldn’t that be tied to what wouldn’t be usable or 
what was being supplied that was vital for the defense effort at the 
time? 

Mr. Kenpauu. Usefulness is one factor that should be considered 
but it is not necessarily controlling. 

Mr. Rapigan. I would think from the act it was. 

Senator Keravver. At this point I think it is important to refer to 
the statement of Senator Byrd in reporting the bil in 1950; the 1954 


bill was reported by Senator Millikin from the Finance Committee. 
I have seen the statements but unfortunately I don’t have them right 


here. They speak for themselves.* 

Senator Kerauver. Mr. Radigan, we appreciate your cooperation. 

Senator Wirey. I might say on behalf of Mr. Radigan, he has been 
helpful to me in a number of instances. 

Mr. Rapigan. Thank you, Senator. 

Senator Wizey. I am sure that his viewpoint will be given con- 
sideration by all of us. I think he is a good public servant. That 
is what I mean. 

Mr. Rapiean. Thank you, sir. 

Senator Kerauver. I never met Mr. Radigan before, but I know 
he has worked conscientiously on this. 

Senator Wizey. But like good public servants, they disagree, too. 

Senator Keravuver. The Senate Abell has rung. I don’t know if we 
may go on, Senator Dirksen. 

Senator Witry. Does the record show there have been 957 
applications? 

Senator Keravver. Yes; that has been put in the record. 

Senator Winey. For electric utilities? 

Senator Kreravuver. That has all been put in the record. We have 
certain letters from Mr. McKay, Mr. Aandahl, Mr. Tudor, and Mr. 
Davis which show their disagreement with ODM in reopening the 
goal in April 1955. 

Senator Wier. Are we going to have a chance to question Gray? 
You have been doing all the questioning. 


* See Report No. 2375, “The Revenue Act of 1950,” Report of the Committee on Finance, 
U. S. Senate, 1950, and Report No. 1622, “Internal Revenue Code of 1954,’ Report of the 
Committee on Finance, U. 8. Senate, 1954. 
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Senator Kerauver. I would like to get the letters in the record. If 
there is no objection, a letter of January 27, 1954, from Mr. McKay to 
ODM will be made a part of the record in which he recommended 
that the goal be opened for 60 days only and closed. Also, a letter 
of May 3, 1954, from Mr. Aandahl and a letter from Mr. Tudor, of 
May 13, 1954, a letter from Mr. Tudor of July 29, 1954, recommend- 
ing the goal be closed. Also, a letter from Mr. Davis of December 29, 
1954, saying, “We can perceive of no new factors upon which we can 
base a change of our previous recommendation that the electric power 
goal be closed.” These will be made a part of the record. 

(The documents referred to are as follows :) 


DEPARTMENT OF THE INTERIOR, 
OFFICE OF THE SECRETARY, 
Washington, D. C., January 29, 1954- 
Mr. Artuur S. FLEMMING, 
Director, Office of Defense Mobilization, 
Vxeecutive Office Building, Washington, D. C. 

Dear Mr. FreMMineG: Your letter of December 7, 1953, states you have under 
review the full mobilization forms and reports dated May 25, 1953, which the 
Defense Electric Power Administration furnished to you. 

To enable your staff to review and analyze these reports, this Department 
employed Mr. Clifford R. Beardsley, as a consultant, to confer with members 
of your staff during the last week in January. Mr. Beardsley was formerly with 
DEPA and prepared the form FM-1. 

Also, we have discussed with your Messrs. Warren McLaughlin and Charles 
BR. Offutt the electric power expansion goal No. 55 of 41 million kilowatts during 
1952-55 and 1 million kilowatts for certain defense-related projects to be com- 
pleted in 1956. 

As of December 3, 1953, the date of ODM Order VII-6 suspending goal No. 
55, the 1952-55 portion thereof was substantially filled by planned and scheduled 
generating units. Accelerated tax-amortization certificates have been issued or 
applications are filed and pending for the greater portion of the goal and the 
remainder is being met by public projects and some private utility projects 
which are undertaken without accelerated tax-amortization certificates. With 
respect to the 1 million kilowatts goal for 1956 defense-related projects, aggre- 
gating 800,000 kilowatts, are scheduled to be in service by December 31, 1956. 

Under presently foreseen conditions, it appears that by the end of 1955 there 
will be a margin of some 20 percent in generating capacity. With an allowance 
of 10 percent for maintenance and regulation, there would remain approximately 
10 percent for reserves. Thus, there appears to be no need for extending the 
expansion goal beyond 1955, nor the supplemental goal beyond its present limits. 

Although it is believed that practically all requests have been filed that are 
going to be filed for rapid tax amortization as regards generating units, this is not 
so as regards related transmission lines and substations. To assure reasonable 
fulfillment of the goal in this respect, more time is needed for filing applications, 

We recommend, therefore, that goal No. 55, now suspended, be removed from 
the suspended list and placed on the list of open goals for a period of 60 days. 
This will provide time for the filing of applications for accelerated tax amortiza- 
tion for related transmission lines and substations. After this 60-day period, we 
recommend that goal No. 55 and the special goal for 1956 be closed, provided that 
after that date all applications for— 

1. Scope amendment to projects which have been granted tax-amortization 
certificates ; 
2. Time extension for projects which have been granted tax-amortization 
certificates ; 
3. Accelerated tax-amortization certificates for transmission lines and/or 
substations for service to any military project ; and 
4. Accelerated tax-amortization certificates for transmission lines and/or 
substations for service to any defense project for which a tax-amortization 
certificate has been issued under any open goal; 
shall remain eligible for consideration or appropriate action for accelerated tax- 
amortization assistance. 
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Further, with respect to the 1 million kilowatt goal for 1956, if additional 
defense related projects should arise in the future, it is understood that it will 


still be possible to take necessary action in regard to accelerated tax-amortiza- 
tion assistance. 


Sincerely yours, 


Dovuetas McKay, 
Secretary of the Interior. 


Aprin 7, 1954. 
Hon. Dovetas McKay, 


Secretary of the Interior, 
Washington, D.C. 


Dear Mr. Secretary: In our letter of January 13 we stressed the importance 
of mobilization planning for oil, gas, electric power, and solid fuels and indicated 
our special interest in an up-to-date electric power study. 

Recognizing the fact that your Department must assume leadership for an 
electric-power study, I requested preparation of a program for electric-power 
facilities in case of war—a program which the National Security Council had 
requested and in which the Joint Committee on Defense Production had expressed 
great interest. The joint committee has recently been pressing this office for 
knowledge of what is being done regarding such a program. 

Can you bring me up to date on actions taken by your Department to begin 
preparation for this program and when we might expect to receive preliminary 
or progress reports on it? 

My staff will, of course, be available for consultation or cooperation at any 
time that suits your convenience. 

Sincerely yours, 


ArgTHur S. FLEMMING, Director. 


DEPARTMENT OF THE INTERIOR, 
OFFICE OF THE SECRETARY, 
Washington, D. C., May 8, 1954. 
Hon. ArTuour 8. FLEMMING, 
Director, Office of Defense Mobilization, 
Washington, D. C. 


My Deak Mr. FLEMMING: In response to your letter of April 2, 1954, further 
consideration is being given to the status of the Nation’s electric power generat- 
ing capability and anticipated loads in relationship to the question as to whether 
there is need for expanding or extending the electric power expansion goal, 
which is now in the “pending” category in Defense Mobilization Order VII-6, 
as amended. 

Recent monthly reports of the Federal Power Commission tend to substan- 
tiate the improvement in generating reserves which was a major factor leading 
to the recommendation concerning closing of the current goal as presented in our 
letter of January 29, 1954. However, it was agreed at a conference last week 
between Under Secretary Tudor and Mr. George Landry, Assistant Director for 
Production Requirements and Programs, ODM, and associated staff members, 
that we should take another look at the matter. 

Data now available and other data which will be available soon, reflecting 
the anticipated electric power situation through the calendar year 1957, should 
provide an adequate basis for this review. Project reporting cards have been 
mailed to all class I electric utilities, requesting information on the inservice 
dates of units planned for installation in 1954 and 1955. A comprehensive 
capacity and load report covering the Pacific Northwest was completed re- 
cently. The Edison Electric Institute is making a nationwide capacity and load 
study, and its findings should be ready in June. These studies, along with cur- 
rent FPC reports, should give us the basic information needed to show the out- 
look for margins of generating capability. 

We are hopeful that the analysis of these studies and reports will provide a 
firm foundation for a decision with respect to the electric power expansion goal. 

Sincerely yours, 


Frep C. AANDAHL, 
Assistant Secretary of the Interior. 
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DEPARTMENT OF THE INTERIOR, 
OFFICE OF THE SECRETARY, 
Washington, D. C., May 18, 1954. 
Hon. ArtHor S. FLEMMING, 
Director, Office of Defense Mobilization, 
Washington, D. C. 


My Dear Mr. FLEMMING: This will acknowledge receipt of your letter of April 
7, 1954, concerning the preparation of programs for oil and gas, solid fuels and 
electric power facilities in case of war. 

With respect to electric power facilities, this Department reviewed the De- 
fense Electric Power Administration’s report, FM-1, dated May 25, 1953, in 
January of this year. At the time of this study, there had been no significant 
upward shift in production goals for general commodities and munitions. Since 
that time, we have discussed this matter with Messrs. Offutt and McLaughlin 
of your office, and they agreed to provide this Department with revised basic 
assumptions. It will be necessary to have an estimate of energy requirements, 
by location, for production of the several categories of military equipment and 
munitions and for defense-supporting industries if these vary from our basic 
assumptions of January 1954. Any instructions recently provided by the Na- 
tional Security Council would also be helpful. 

If we are to be in a position to carry out your request for an analysis of pos- 
sible damage resulting from enemy attack, it will be necessary for us to have 
information relative to the geographic areas assumed to be under attack and 
the extent of damage in each case. In view of the complicated network of 
electric power facilities and transmission lines, an analysis of this kind would 
be costly to the utilities and to the Government. Funds for such an under- 
taking are not presently available to this Department for this purpose. 

This Department’s Oil and Gas Division is now carrying on the functions of 
the Petroleum Administration for Defense. This Division is continuing work 
on certain phases of mobilization planning studies pertaining to oil and gas, and 
it will begin others as soon as the necessary information becomes available. 

The Defense Solid Fuels Administration has initiated studies with respect to 
the metallurgical coal production capacity of the Nation and the coke supplies. 
There has been no effort to assess attack damage in this field, since such damage 
would probably be confined to coke ovens at steel plants subjected to attack. 

Allowance for damage to the associated steel making capacity, rather than 
the coke ovens, would seem to be more useful in mobilization planning. As 
you know, however, mobilization studies with respect to steel production facili- 
ties are not within the purview of this Department. 

Sincerely yours, 
RawtpH A. Tupor, 
Acting Secretary of the Interior. 


EXECUTIVE OFFICE OF THE PRESIDENT, 
OFFICE OF DEFENSE MOBILIZATION, 
Washington, D. C., June 18, 1957. 
Memorandum to: Mr. C. H. Kendall, General Counsel. 
From: William E. Elliott, Security Officer. 
Subject : Declassification of Document from Confidential. 


In accordance with your request of June 18, 1957 and section 8.02 of the 
ODM Security Regulations, appropriate classification adjustment has been taken 
by this office for document(s) listed below. 

This memorandum may be used as your authority to adjust the classification 
on any other copies of the listed document(s) in your possession, and it would 
be appreciated if you would notify the custodians of any additional copies of 
the document of the action taken. 

Letter dated August 11, 1955 from Clarence A. Davis, Acting Secretary of 
the Interior to Mr. Fleming re expansion goals. 
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DEPARTMENT OF THE INTERIOR, 
OFFICE OF THE SECRETARY, 
Washington, D. C. 
Hon. ArtHouR S. FLEMMING, 
Director, Office of Defense Mobilization, 
Washington, D. C. 

My Dear Mr. FLEMMING: At the meeting of the Defense Mobilization Board 
on August 3, 1955, certain information and recommendations with respect to 
expansion goals within the purview of the several delegate agencies were re- 
quested. 

The enclosures with this letter, one pertaining to metals and minerals goals 
and the other to petroleum and gas goals, indicate this Department’s suggestions 
as to which of these goals should remain “open,” which should be “closed,” 
and which should be placed in the “suspended” category. Because of differences 
in the programs involved, these enclosures are not alike in format. We believe 
however, that each of them provides the basic information desired at this time. 

I wish to point out that in making these suggestions, we are talking only about 
expansion goals as related to the availability of accelerated tax amortization 
for construction of facilities. There should be a clear understanding of the 
distinction between this form of incentive and those forms of aids and in- 
centives provided by the Defense Production Act of 1950, as amended, including 
the “borrowing authority,” and funds for stockpiling. We assume that closing 
of a goal for the purpose of using availability of accelerated tax amortization 
for facilities to produce a commodity does not preclude the use of these other 
aids and incentives, singly or in combination, to assure maintenance of an 
adequate mobilization base for, or expansion of supply of, the same commodity 
whenever such measures are necessary in the interest of national defense. 

Although accelerated tax ammortization is not involved in the program of 
the Defense Minerals Exploration Administration, discussion at the August 3 
meeting of the Defense Mobilization Board resulted in a request for certain 
information concerning this program. The Director of the DMB has been in 
touch with ODM Assistant Director Floyd’s office concerning the type of infor- 
mation that would be responsive to that request. It was concluded that data 
in regular ODM reports already furnished to the ODM would fufiill the needs. 

This Department’s comments and recommendations with respect to the two 
existing electric power goals are set forth below. 

Expansion goal No. 225.—This goal was established for “power facilities for 
military, atomic energy, and defense related needs.” The goal covers (a) inter- 
connections between power generating facilities and (6) transmission lines 
between a generating facility and the point of consumption required by the 
military services, Atomic Energy Commission, or the defense related industry. 
It is recommended that goal 225 be placed in the direct defense category with 
the understanding that the language be changed to read as follows: “power 
facilities for military, atomic energy, and direct defense supporting needs.” 

Expansion goal No. 55.—This goal was established to encourage the electric 
utilities to construct new power sources in advance of peacetime requirements. 
The rapid expansion undertaken since the close of World War II has not only 
provided adequate margins of reserve during a period of unprecedented load 
growth, but, in addition, reserve margins have exceeded the 15 percent normally 
considered adequate by the industry. In fact, reserve margins at the end of 
calendar year 1954 were approximately 21 percent. There can be no doubt that 
the incentive of rapid tax amortization has contributed to the installation of 
new power sources in advance of normal scheduling, thus contributing to the 
present favorable margins of reserve. Without such incentive it may be confi- 
dently expected that more conservative scheduling of new installations will 
result in less favorable margins of reserve. 

Since an adequate power supply is directly associated with defense mobilization 
planning and thus the Nation’s security, careful consideration should be given to 
the effect of placing this goal in a suspended category. Should, however, this 
be done, protection of the utilities having made application for tax amortization 
certificates should be given. We wish to emphasize that because of the long 
lead time required in this industry extensive financial commitments have been 
made on the basis that rapid tax amortization would be available. It is, there- 
fore, recommended that recognition be given to the importance of an adequate 
electric power supply, including prudent margins of reserve for full mobilization 
and that certificates of necessity be granted all qualified applications on file and 
being processed. 
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In the case of a number of the goals concerning which suggestions and recom- 
mendations are made in this letter and enclosures, we have not yet been able 
to complete the thoroughgoing reviews which you requested earlier. We assume 
that in the event that our findings later should lead to different recommendations, 
amendments could be made in the classification of the goal or goals involved 
even though an order reflecting our present recommendations had already been 
issued. 

As you know, the Office of Minerals Mobilization is engaged in comprehensive 
studies of mobilization base requirements for various minerals. Since these 
must be done on a mineral-by-mineral basis and involve complex analyses, con- 
siderable time will elapse before all of them can be completed. The findings in 
certain of these studies may lead this Department to conclude that the reopening 
of goals for purposes of accelerated tax amortization, alone or in combination 
with other incentives, is appropriate and necessary. The present recommenda- 
tions should not preclude our making such recommendations and should not 
prejudice the action of the Office of Defense Mobilization thereon. 

The comments and recommendations pertaining to specific goals as covered 
in this letter and enclosures have been furnished informally to the offices of the 
respective Assistant Directors of ODM concerned with these programs. 

Sincerely yours, 


Acting Secretary of the Interior. 


Enclosures. 

P. S.—This letter was just ready for dispatch to you when we received word 
of the issuance of Defense Mobilization Order VII-6, Supplement 1, today. I 
am sending the letter to you as it stands. In view of the fact that the classifica- 
tions, in the revised order, of certain goals discussed herein differ from our rec- 
ommendations, we shall communicate with you further after we have had an 
opportunity to study the matter. 


EXECUTIVE OFFICE OF THE PRESIDENT, OFFICE OF DEFENSE MOBILIZATION 
REQUEST FOR ADJUSTMENT OF CLASSIFICATION 


JUNE 18, 1957. 
To: Security. Officer, Office of Defense Mobilization 
Subject of document: Information re expansion goals 
Present classification : Confidential 


In a telephone conversation between Mr. Edward D. Frye, Office of the Under 
Secretary of Interior and Mr. Charles H. Kendall, General Counsel, Office of 
Defense Mobilization, it was suggested that this letter be downgraded from 
“Confidential” to “Unclassified”. This declassification is to be cleared formally 
by the Secretary of the Interior. The reason for original classification appears 
to have been reference to DMB study of expansion goals. Since action has been 
taken and released to public there remains no ground for security classification. 


CHARLES H. KENDALL, General Counsel. 


DEPARTMENT OF THE INTERIOR, 
OFFICE OF THE SECRETARY, 
Washington, D. C., July 29, 1954. 
ARTHUR 8S. FLEMMING, 
Director, Office of Defense Mobilization, 
Executive Office Building, Washington, D. C. 


DEAR MR. FLEMMING: This is in further response to your letter of April 2, 
1954, which we acknowledge on May 8 stating that a short time would elapse 
before we would be able to fully analyze recently available reports on the electric 
power situation in order that you might have our recommendations on the power 
goal. These studies, enumerated in our May 3 letter, have now been carefully 
considered and our analysis and conclusions follow. 

The Department of the Interior, after conferring with the Federal Power 
Commission, has estimated for 3 years, 1955 through 1957, the nationwide 
capabilities, peak loads, and marginal reserves. These are shown on exhibit (A). 
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In estimating the capabilities, only presently scheduled or planned capacity 
in addition to that now installed has been shown. As the scheduling of capacity 
for 1956 and 1957 is incomplete at this early date, it can be assumed that the 
additional capacity expected to be scheduled would indicate that the percentages 
of margin for these 2 years would be approximately the same as that for 1955. 
In estimating load requirements, it has been assumed that there will be a con- 
tinuation of partial mobilization and a sustained high level of economic activity. 

The power supply in 1957 is expected to be adequate in all regions except the 
Pacific Northwest. The power generating facilities in this region are very 
largely hydroelectric, and the Federal Government in recent years has assumed 
the major responsibility for providing generating capacity. The steps presently 
being taken to improve the adequacy of power supply are not considered depend- 
ent on continuation of an open power goal. 

There appears to be no need for expanding or extending the power goal beyond 
the present limits. It is therefore recommended that goal No. 55 be closed 
provided that all applications for necessity certificates received (1) after the 
goal was placed on the suspended list December 3, 1958, and prior to the closing 
date, be processed if they are eligible under the terms of the present goal and 
(2) in the future for transmission lines and/or substations for service to any 
defense project for which a tax amortization certificate has been issued under 


any open goal shall remain eligible of consideration or appropriate action for 
tax amortization assistance. 


Sincerely yours, 


/s/ Toupor, 


Acting Secretary of the Interior. 
Enclosure. 


Exurisit (A) 
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DEPARTMENT OF THE INTERIOR, 
OFFICE OF THE SECRETARY, 
Washington, D. C., December 9, 1954. 
Hon. ARTHUR 8S. FLEMMING, 


Director, Office of Defense Mobilization, 
Ezecutive Office Building, Washington, D. C. 


Dear Mr. FLEMMING: Reference is made to your letter of October 12 in which 
you recommend that expansion goal No. 55 (electric power) be reopened in order 
that a minimum objective of 132 million kilowatts of capacity be installed 
by 1957. 

On page 34 of the Fourth Annual Report of the Joint Committee on Defense 
Production it is noted that ODM accepts a 15-percent margin as a reasonable 
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operating reserve in peacetime but that “it is not an adequate margin when 
all the factors that must be assumed under a full emergency are given proper 
weight”; and it is for this basic reason that your agency does not agree to 
this Department’s previous recommendations that goal 55 be closed. In view of 
the above statement, I think it would be well to point out that the recommenda- 
tions in your letter of October 12 must be based on different criteria than that 
available to our technicians. You will, I am sure, recall that in our letter of 
May 13 we confirmed an agreement, arrived at between then Under Secretary 
Tudor and representatives of your Office, in which it was agreed that we would 


be provided with revised basic assumptions. To quote the pertinent part of our 
letter: 


“Since that time we have discussed this with Messrs. Offutt and McLaughlin 
of your Office, and they agreed to provide this Department with revised basic 
assumptions. It will be necessary to have an estimate of energy requirements, 
by location, for production of the several categories of military equipment and 


munitions and for defense-supporting industries if these vary from our basic 
assumptions of January 1954.” 


To date, these have not been received. 

In view of the above and a close study of your letter, we can perceive no hew 
factors upon which we can base a change in our previous recommendation that 
the electric-power goal be closed as outlined in our letter of July 29. 

However, should these basic assumptions be furnished us, as previously agreed, 
further study of the necessity of extension of the power goal will be immediately 
undertaken. Or, as the Senate report notes, you have “concluded that it would 
not be in the interest of national security to close the power-expansion goal 
at this time’; we will, of course, be glad to cooperate in carrying out our 
delegated responsibilities in whatever goal you establish. 

Sincerely yours, 


CLARENCE A. DAVIS, 
Acting Secretary of the Interior. 

Senator Krerauver. I wanted to ask Mr. Gray another question. 
How, in the face of these recommendations from Interior that the 
goal be closed, or that it should not be raised to 150 million—Interior 
being your delegate agency—how did it happen to be raised and who 
was the motivating influence in doing that, Mr. Gray ? 

Mr. Gray. I could not answer that question, Senator, because I 
have no familiarity with the conversations and correspondence, and 
all of them took place in those days. I have had, as you know, the 
responsibility for this position since the 14th of March, and I am 
endeavoring to discharge it to the best of my ability, and I am just 
unable to—I don’t know the answer to your question. 

Senator Kerauver. Wasn’t that dealt with in the memorandum of 
Dr. Flemming which we have asked for and which you have declined 
to give us? 

Mr. Gray. I have already indicated that I would not discuss that 
memorandum, Senator. 

Senator Kerauver. Did Interior ever agree to the opening of the 
goal ? 

Mr. Gray. I am not informed about that. 

Senator Kerauver. Another strange thing about it is all this was 
done after the fighting in Korea was over. We went from partial 
mobilization to full mobilization. I wonder if you could discuss that ? 

Mr. Gray. No, sir; I am not in a position to discuss it. I don’t 
know. 

Senator Kerauver. Mr. Kendall, can you discuss it? 

Mr. Kenpauu. There are several questions you have raised, Senator. 

Senator Kerauver. First, why did you overrule Interior and why 
did you go from partial mobilization to full mobilization after the 
war was over and we had comparative peace ? 
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Mr. Kenpatu. If the purpose of putting those letters in was to 
indicate that Interior did not agree with opening of the goal, then I 
think the letter I provided this morning that was declassified should 
be made a part of the record. Probably the report of the Interior 
Department to the Joint Committee on Defense Production in Jan- 
uary 1956 should be made a part of the record. 

Senator Kerauver. They will certainly be made a part of the 
record. 

(The Interior Department document referred to may be found in 
the appendix on p. 1089. The letter referred to is carried on the 
previous page.) 

Mr. Kenpa.u. In response to the question about moving to full mo- 
bilization requirements, the answer is that the Office of Defense Mobili- 
zation was under the impression that this country is not a safe position 
in the world today unless it is ready to fight if it has to and that readi- 
ness for full mobilization, so soon as materials availability would 
permit, was a part of sound preparedness. Therefore after the short- 
ages that had existed during the Korean war were eased by increased 
production, some of it due to the tax-amortization program, it was 
possible to go to full mobilization requirements in computing the need 
for the mobilization base. That is essentially why the larger goal was 
established in 1953. Of course, the official who established it was 
Arthur Flemming who preceded Mr. Gray as Director of ODM. 

Senator Kerauver. Mr. Kendall, at the time you increased the power 
goal, there were 77 other goals, of which I have a list here. Within 3 
or 4 months after you opened the power goal, 44 of these goals for 
other industries were closed. 

Mr. Kenpauu. Yes; public announcement with the reasons for clos- 
ing each was made at that time. 

Senator Keravuver. I have a list here of the goals that were opened 
and the ones closed at the same time you reopened the electric power 
goal. I think they should be made a part of the record. 

(The document referred to is as follows :) 


OPEN ExPANSION GOALS OF ODM, Prior to AvcustT 11, 1955 


(Italics, subsequent to October 13, 1955) 

Goal No. Title 
148 Aircraft, Commercial. 
220 Airport Facilities. 
207 Alkylate. 
222 Aluminum Forging Facilities. 

63 Aluminum, Primary. 
177 Aluminum Sheet Producing and Heat Treating Facilities. 
112 Antimony. 
151 Asbestos, Chrysotile. 
119 Barite. 

92 Bauxite. 
118 Beryl. 

20 Chromite, Chemical Grade. 

19 Chromite, Metallurgical. 

21 Chromite, Refractory. 
133 Coal, Territory of Alaska. 

10 Cobalt. 

4 Coke, Byproduct. 

11 Columbite and Tantalite Ore. 

197 Compressed Gas Cylinders. 
Copper. 
83 Cryolite, Synthetic. 
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Goal No. Title 
55 Electric Power. 
130 Electrolytic Tin Plate. 
165 Fluorspar, Acid Grade. 
68 Freight Cars. 
171 Gas Utility Industry, Pipe Lines. 
82 Glycerin. 
214 Grain-Oriented Steel Sheets. 
204 Gray Iron Castings (3,000 lbs. and over). 
99 Heavy Aluminum Aircraft Forgings. 
212 Heavy Steel Plates. 
122 High Voltage Switchgear. 
218 Inland Waterway Terminal Facilities. 
98 Inland Waterway Vessels (Specific Types). 
132 Iron Ore. 
3 Iron Ore, Taconite. 
206 Laboratories, Research and Development (Defense). 
12 Lead. 
152 Locomotives, Diesel. 
96 Lumber and Wood Products (Debarking and Chipping Facilities). 
187 Manganese Ore, Battery and Chemical Grade. 
14 Manganese Ore, Metallurgical. 
198 Medical Supplies and Equipment. 
64 Mercury. 
59 Methanol (Synthetic). 
151 Molybdenum. 
216 Motor Truck Terminal and Repair Facilities. 
16 Nickel. 
90 Ore Carriers, Great Lakes. 
113 Ore Carriers, Ocean-Going. 
65 Petrolewn—Refining Capacity. 
219 Port Facilities. 
34 Portland Cement. 
225 Power Facilities for Military, Atomic Energy, and Defense Related Needs. 
224 Production Facilities for Military and Atomic Energy Procurement. 
221 Railroad Passenger Cars. 
135 Railroad Terminal and Road Facilities. 
185 Rare Earths. 
163 Rutile. 
176 Scientific Instruments. 
178 Selenium. 
114 Special Manufacturing Facilities—Metal Cans. 
76 Steam Boilers. 
74 Steam Turbines. 
181 Steel Castings. 
2? Tankers, Ocean-Going. 
1384 Tapered Aluminum Sheet. 
33 Tires (Specific Types). 
215 Titanium Melting Facilities. 
121 Titanium Metal. 
223 Titanium Processing Facilities. 
78 Transformers, Distribution. 
18 Tungsten. 
217 Warehousing and Storage Facilities. 
91 Welded Aluminum Tubing. 
211 Wide Flange Structural Shapes. 
22 Zinc. 
226 Oil and Gas Pipelines and Petroleum Storage Facilities (Specific Defense 
Programs). (Supersedes Parts of 65, Petroleum.) 
227 Roll-on, Roll-off Ships. 


Mr. Kenpatu. Others were reopened too, Senator. 


Senator Kerravver. All right, Senator Wiley, you want to ask 
questions ? 
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Senator Witey. Yes; we have to get over. I want you to tell us 
briefly what you put into the record here that you said we should 
know something about. What is the substance of that material ? 

Mr. Kenpatu. The substance of it, as I understand the entire record, 
sir, was the question on the part of some officials of the Department of 
the Interior as to whether the existing goal in 1954 was going to be 
accomplished without tax amortization assistance. 

The existing goal they thought could be accomplished without tax 
amortization assistance and they so advised us on several occasions. 
It wasn’t until the goal was increased to allow for full mobilization 
requirements that the issue of whether expansion needed to be as- 
sisted by deferral of taxes for the first 5 years, part of the taxes was 
up, was being discussed. 

Senator Witey. What is the date? 

Mr. Kenpaut. April of 1955 that the goal was redetermined at 
150 million kilowatts. That is the occasion for the reexamination. 
The letter I put in is a letter later in that same year from the Under 
Secretary of the Interior in which he urges that all existing applica- 
tions for tax amortization assistance in the power field be granted if 
they met the criteria which is in keeping with what has been done. 

Senator Wizxy. What time in 1955? 

Mr. Kenpatx. August 11, 1955, the letter is dated and the report 
to the joint committee in January 1956 in effect says the same thing, 
this goal was established and would be accomplished with the as- 
sistance of tax amortization. This is a report from the Interior 
Department. 

Seneien Keravuver. Mr. Kendall, were there any intermediate 
letters from December 9, 1954, when Mr. Davis, Acting Secretary of 
the Interior, recommended unequivocally that the goal be closed, 
and this letter of August 11, 1955? 

Mr. Kenpauu. Mr. Clifford may know better than I do as to that. 
I turned over to him this file which had to do with the establishment 
of the goal and I don’t think there were any letters between December 
9 and the next spring but I am not sure. 

Mr. Cuirrorp. There was a gap between the last Interior letter 
objecting to raising the goal of December and the August 11 letter 
of Assistant Secretary Tudor. There is no correspondence in the 
file. 

Mr. Kenpatt. I believe that the indication is that there is no cor- 
respondence, I can’t be certain of that. 

enator Kerauver. How do you explain this statement, Mr. Kendall 
and Mr. Gray, on April 15, 1955, the very day on which the goal was 
raised apparently over the objection of the Interior, Dr. Flemming 
came up before the Joint Committee on Defense Production and, 
as carried on page 28 of the hearings, testified as follows: “We have 
decided, with the concurrence of the Department of Interior our 
delegate agency in this field, to reopen and update the expansion goal 
for electric power,” when the record seems to be the other way 
around ? 

Do you know about that, Mr. Kendall ? 

Mr. Kenpauz. Do I know about it? 

Senator Kerauver. Yes. 
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Mr. Kenpaut. Mr. Flemming I guess is the best evidence why he 
said that. I believe the statement is entirely true that the Department 
of Interior had concurred at the time the goal was increased. 

Senator Kerauver. Where had they concurred? This correspond- 
ence doesn’t show it. ' 

Mr. Kenpauu. The correspondence shows an agreement with the 
purpose and intent of the goal at a later date and I think Mr. Flem- 
ming’s statement was entirely true but I am not in a position to estab- 
lish that, sir, ; 

Senator Keravver. This was in April and that letter was in August. 

Mr. Kenpatu. Yes; I think Mr. Flemming knew more than I did 
in April. 

Senator Wirey. That is a quorum call. 

Senator Carrotu. Mr. Chairman, may I put a couple of questions 
here if I may? I think it is in the record that after the time of the 
shutoff of 1953 on this goal, there were no certificates issues between 
1953 and 1955, is that right ¢ 

Mr. Kenpatxi. December 1953 to April 1955. 

Senator Carroiu. No issuance of any certificates ? 

Mr. Kenpatt. I couldn’t be certain without checking the record. 
The goal was suspended whether there might have been a certificate 
issued which was simply held up for a few days or something of that 
sort. 

Senator Carrouu. It was in this period of April 1953—that was 
when the Korean true came about. 

Mr. Kenna. It was December of 1953 that the goal was suspended. 

Senator Carrotu. Yes. We were under a partial mobilization in 
the Korean war, which ended in April 1953. The truce was signed 
and then from December 1953 until 1955, no certificates were issued 
whatsoever to the electric power industry ? 

Mr. Kenpatt. I have said, I can’t be certain of that. The goal was 
suspended during that period. 

Senator Keravuver. I think the testimony is that none were issued 
during that time. 

Senator Carrotu. Then in 1955, at the time when there were con- 
ferences in Europe about peace, like the summit conference, if I 
understand you, we went into full mobilization. 

Mr. Kenpatxi. No; you misunderstood me, sir. 

Senator Carroiti. Did we go into full mobilization ? 

Mr. Kenpau. No; for the first time we were able to plan against 
full mobilization and attempt to put ourselves in a posture of readiness 
if we had to go to full mobilization. 

Senator Carrotu. To plan against full mobilization ? 

Mr. Kenpauu. Against the possibility. It is something we don’t 
seek, sir. 

Senator Carrotu. It is on this concept then that the goals were re- 
opened and the certificates began to be issued. 

Mr. Kenpatu. Yes. 

Senator Carrotu. This reference to the number of certificates that 
were issued—927—can you name one within your memory—and you 
have been there 5 years—which was ever issued to a private power 
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utility which received a license to build a huge hydroelectric power 
project from the Federal Power Commission ? 

Did you ever issue an amortization certificate in support of a 
license from the Federal Power Commission ? 

Mr. Kenpatu. Oh, yes. 

Senator Carroti. Name some, will you please? 

Mr. Kenpatu. I am not in a position to name them. I will be 
happy to submit a list of hydroelectric projects which were licensed 
by the Power Commission. 


Senator Carroitit. Where they had a tax amortization writeoff ? 
Mr. Kenpatu. I will submit that. 
(The material submitted is as follows :) 
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Senator Carrot. That would be good for us to have for the record. 

Do you contend as Counsel of the ODM that no one has the legal 
right to challenge the issuance of these certificates ? 

uppose the Internal Revenue Bureau decided you had violated 
the business criterion. Do you think they could challenge the issu- 
ance of the certificates ? 

Mr. Kenpatu. Surely they could challenge it. How effectively I 
wouldn’t be able to say. 

Senator Carrot. li comes down to a question of not how many 
licenses have been issued, but the purpose of this hearing is to deter- 
mine whether or not there has been any violation of basic criteria as 
set forth in your regulations. It was my purpose in putting the ques- 
tions, without reflecting upon Dr. Gray, because I indicated on the 
previous questioning he was a new man and relied upon the staff— 
when we press for these questions, Doctor, I don’t think the staff 
gave you the full information, that is my own private opinion—in 
any event when you had these conferences, of course, there is a privi- 
lege that can be exercised by the Executive but to look into the back- 
ground to see what was their nature, was there any skullduggery, did 
someone try to build up a deficiency in the basic criteria in order 
that the certificate could be issued? The record is clear from your 
own testimony that on April 10 you had reached a decision to issue 
and on April 12 we find a letter coming in from the Idaho Power 
to strengthen a deficiency in the basic criteria, that is the shutoff 
date, December 31. 

Mr. Gray. Senator, I think I should be entitled to say——— 

Senator Carrotu. You are entitled, of course. 

Mr. Gray. I have already testified this morning that I was informed 
that the criteria had been met; I knew of no request of the Idaho 
Power Co. at the time of the April 12 letter; I was informed that the 
criteria were to be met, and, as I have indicated, the certificates them- 
selves on their face required that the time of completion of the dam 
must be met in order to have the certificate valid. I had no reason to 
question the intentions of the Idaho Power Co. after I had been told 
that they intended to meet the criteria, and I knew the certificate re- 
quired them to meet it, all of the criteria, so that in response to your 
question and your suspicion that there was skulduggery, I am not sure 
that was your word, I think there was not. 

Senator Carrot. I did not make the charge. I said, “Was there”? 
We tried to probe into the matter. That is the purpose of the ques- 
tions. You use, as you have a perfect right to do, the executive priv- 
ilege. This is what we aretryingtoopenup. We find the technician, 
English, in the Interior never knew about the Seaton letter. We find 
your own technician, Wyckoff, never knew of the Seaton letter. But 
Ebasco talked to English repeatedly, and finally we come up with a 
letter of April 12, coming from Ebasco, with telephone calls going to 
Idaho Power to augment, to supplement, to strengthen a weakness in 
the criterion on which the sole certification rests. 

That is why we want to go into the conferences and you say we can’t 
do that because you exercise the privilege. 

Senator Kerauver. Let me see if this is clear, Mr. Kendall. Did you 
say the other day that without the reopening of the goal in April 1954, 
Idaho Power’s certificates could not have been issued / 
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Mr. Kenpauyt. Without the reopening at some time or another; 
that’s right; yes, sir. The goal had been suspended. 

Senator Keravuver. Then the testimony further shows that after it 
was reopened, 96 certificates in all were issued up to the time it was 
closed again ? 

Mr. Kenpvatu. If the record shows that, of course it is right. 

I should point out, Senator, if you don’t mind, that even in the 
letters earlier from Interior concerning reaching the then existing 
goal of 117 million kilowatts, I think almost all of the letters men- 
tioned included a statement that pending applications should be 
processed. So, it was not necessary, so far as Interior was concerned, 
that a new and higher goal be set in order that the pending applica- 
tions be certified. 

Senator Kerauver. Between April 15, 1955, when the goal was re- 
opened, and the present time, 96 certificates were issued. Mr. Rain- 
water in his testimony about benefits shows it would have cost the tax- 
payers $770 million but was a benefit to the companies of two billion 
five hundred million, which would, of course, have been somewhat less 
if they had availed themselves of the liberalized amortization program 
that Mr. Chumbris has brought up. 

If there is nothing else, we will stand in recess subject to the further 
call of the Chair. 

(Whereupon, at 12: 30 p. m., the hearing was adjourned.) 
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THURSDAY, JUNE 27, 1957 


Untrep States SENATE, 
SUBCOMMITTEE ON ANTITRUST AND MONOPOLY, 
OF THE COMMITTEE ON THE J UDICIARY, 
Washington, D.C. 

The subcommittee met, pursuant to recess, at 10:15 a. m., in room 
424, Senate Office Building, Senator Estes Kefauver presiding. 

Present: Senators Kefauver (chairman) and Wiley. 

Also present: Paul Rand Dixon, counsel and staff director; Dr. 
John M. Blair, chief economist, Philip Layton and George Clifford, 
attorneys, Ray Cole, investigator, Carlile Bolton-Smith, “counsel to 
Senator Wiley; George L. Arnold, administrative assistant to Sena- 
tor Neely, ak Peter Chumbri is, counsel for the minority. 

Senator Krrauver. The committee will come to order. 

The purpose of the hearing today is to examine the operations and 
activities of Ebasco Services, Inc., in maintaining and enhancing 
the concentration of economic power in the electric utility industry. 

Ebasco Services, Inc., renders various services to private utilities 
and is a wholly owned subsidiary of Electric Bond & Share Co. 
The latter enterprise became, during the 1920’s and 1930’s, the largest 
utility holding company system in the United States. Under the 
Public Utility Holding Company Act of 1935, the operating com- 
panies of Electric Bond & Share were freed from the subholding 
companies through which Electric Bond & Share had exercised its 
control. This action was in the form of a decision by the Securities 
and Exchange Commission in 1942, which in some instances was not 
completed for as long as 10 years. 

In the report of “this subcommittee during the 83d Congress on 
monopoly in the power industry, it was pointed out that Ebasco 
Services was formed as a subsidiary holding company immediately 
upon the passage of the Public Utility Holding Company Act. 
The report goes on to state: 

Prior to that time Electric Bond & Share Co. had directly supplied mana- 
gerial and technical services to its subsidiaries * * *. Even before the Securi- 
ties and Exchange Commission took any steps to break up the Electric Bond 
& Share holding company system, that company apparently set up Ebasco 
Services as an ostensibly independent company, in what appears to have been 


a step to insure continuation of ties in the system even after the system’s 
dissolution. 


That is on page 94 of the report. 

While there may be some question as to the precise extent to which 
Electric Bond & Share, through Ebasco, perpetuates the same type of 
control and influence over the operating companies as it did before the 
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passage of the Public Utility Holding Company Act there can be no 
question but that the relationship of Ebasco to most of the operating 
companies continues to be close and lucrative. In this connection, it 
is interesting to note that in 1955 some 30 percent of Electric Bond & 
Share’s Sal eeeme was derived from dividends received from Ebasco 
Services. 

Electric Bond & Share has made application to the Securities and 
Exchange Commission for an exemption from the Public Utility 
Holding Company Act, so that Electric Bond & Share contends that 
it now owns no stock in any domestic electric utility and therefore 
should be declared to be an investment company rather than a holding 
company. Against this, counsel for the Securities and Exchange 
Commission have contended that through Ebasco Services, Electric 
Bond & Share continues to dominate many of its former associated 
companies. Formal hearings on this issue, which began in September 
1955, have been held intermittently before an examiner of the Securi- 
ties and Exchange Commission. Much of the controversy has re- 
volved around the question of whether the services rendered by Ebasco 
are of a “continuing” nature and therefore in violation of the order 
directed against the company by the Securities and Exchange Com- 
mission. 

Without attempting in any way to pass on the merits of the issue, as 
chairman of this subcommittee, I have requested the Securities and 
Exchange Commission to bring together information which has been 
placed in the public record in this case. Specifically, I have requested 
the Commission to supply us in summary form brief descriptions of 
the various services rendered by Ebasco to each of the electric utilities 
for which Ebasco has acted as representative agent in the securing of 
certificates of necessity for rapid tax amortization. According to in- 
formation obtained from the Office of Defense Mobilization, there 
were 15 electric utilities for which Ebasco acted as representative 
agent in the securing of certificates in the period of greatest interest to 
this subcommittee, that is, from 1955 to date. I understand that their 
information has been prepared and will be presented to the subcom- 
mittee by Mr. Ray Garrett, Jr., Director of the Division of Corporate 
Regulation of the SEC. 

Mr. Garrett is accompanied by Mr. Meeker, the General Counsel of 
the Securities and Exchange Commission; Joseph Woodle, Associate 
Director of the Division of Corporate Regulations and Amerst Huson, 
the Chief of the Office of Special Studies and Administration. 

The subcommittee will also be concerned today with the related 
question of how Ebasco companies have fared in the securing of rapid 
tax writeoffs as contrasted to non-Ebasco companies. We are inter- 
ested in the rapidity of growth of Ebasco companies through rapid 
tax writeoffs as contrasted to the growth of non-Ebasco companies. 
Weare interested in the percentages of amortization certificates which 
have been certified for Ebasco companies as contrasted to non-Ebasco 
companies. We are interested in determining the reasons for the 
relatively favorable showing of Ebasco companies on these points. 
We are concerned lest, through the instrument of rapid tax amortiza- 
tion, the power and influence of the companies which formed the 
Electric Bond & Share system may have been unduly enhanced as 
contrasted to other segments of the utility industry. 
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I think in that connection we recall that Mr. Clyde Ellis, the presi- 
dent of the National Rural Electric Cooperative Association, and 
Mr. Norwood, testified in connection with certain acquisitions in the 
Pacific Northwest. Mr. Gus Norwood is with the Pacific Northwest 
Electric Cooperative Association. 

Senator Wier. Now, Mr. Chairman, I have been faithful in attend- 
ing these meetings, but I was hoping you would have a quorum here. 
This is an important matter. We ought to have a quorum before we 
do business. I am right across the hall and always have attended 
every one of your meetings, but I wonder if we shouldn’t raise the 
question as to some of these meetings. Can’t we get another Senator 
in here so that we have a quorum ? 

Senator Kreravuver. I understood from Bolton-Smith that you said 
to eee and get the meeting started, and that you would be here 
shortly. 

This is not a meeting for the taking of any votes; it is a meeting for 
the purpose of hearing testimony. 

Senator Wizey. I told Bolton-Smith that I would be ready to come 
to make a quorum. Our calendar is getting pretty well filled. Can’t 
we get another Senator here? 

What is the purpose of this hearing ? 

Senator Keravuver. I have been reading a statement as to the pur- 
pose of the hearing. It is, generally, to consider the use of rapid tax 
amortization to enlarge the monopolistic control and influence of elec- 
tric utilities and also to consider many of these which have been 
handled by Ebasco Services, Inc. 

Senator Witzy. We have had some Supreme Court decisions lately 
that ought to be given real consideration. I think the first way to 
proceed is, if we are going to have a committee hearing, to have a 
committee hearing. As it is now, we have not got a committee hear- 
ing; we haven’t got a quorum. We are following through in a way 
that I don’t think makes commonsense or follows the right practice. 

As you know, I have been very faithful on all of your hearings and 
I told Bolton-Smith when he came over to see me, the minute you need 
me for a quorum to call me because I have many other things to at- 
tend to also. But you are mquiring into a very serious matter that 
involves the rights of individuals. 

Senator Krrauver. Senator Wiley has been very faithful in attend- 
ing all of these hearings and this is the only hearing that we have had 
or have planned so far this week on this subject. Of course, we all 
do have a lot of other hearings. It wasn’t contemplated that we 
would have any votes or any sworn testimony this morning. Under 
the rules of the Judiciary Committee, while it is desirable to have, of 
course, as many Senators as possible at any hearing, hearings can be 
conducted without a quorum of the committee being present. 

Senator Witey. [ don’t know whether that is correct or not. I 
think first you will have to have committee action. But what I am 
saying, without being hypercritical, it seems that since we are going 
to consider something that involves the property rights of others and 
the subcommittee is to give consideration to what our findings are to 
be, before we give a lot of publicity to the subject, we should be prop- 
erly in session. 

Now that is the only point I make. 
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Bolton-Smith tells me that one Senator can hold a hearing unless 
the chairman of the Judiciary Committee objects. That isn’t what I 
understand. I understand the rule to be you have to have action of 
the full committee to authorize the hearing. Now if we have such 
action, that is different, but I don’t like this practice. After all, we 
are but servants of a great body called the Senate and we, especially 
in the Judiciary Committee, should conduct our sessions according to 
good practice and what I think is just common sense. 

Here we are inquiring into the rights of people. You refer to 
Ebasco Services, Inc. We had some testimony on that company and 
I suppose the idea is to show that they have been violating the law, 
and all this and that. If that is the purpose, we had better have a 
setup of the Judiciary Committee that will proceed in due form to 
find the facts and draw the right conclusions. That is the way I prac- 
ticed law for thirty-odd years. 

I think the Supreme Court has definitely lectured us in pretty good 
form, telling us how to conduct hearings, and I think the Court has 
done a great service in many respects. They have told us definitely 
we are simply a legislative body and as a legislative body we have to 
proceed according to rules. Particularly involved, I think, is the 
question of what is right and wrong and justice. 

I have nothing further to say in the matter, but I wish you would 
try to get the other members of the committee here. 

‘Senator Keravuver. I appreciate the attitude of my friend and 
colleague. This subject matter that we are inquiring into today deals 
yenerally with part of the same problem that the committee went 
into in the 83d Congress, when this committee was under the chair- 
manship of Senator Langer. It deals directly with the announced 
jurisdiction and the purpose for which this committee was formed, 
which is to inquire into the monopoly influences in various segments 
of our country. 

The rules of the Judiciary Committee authorize hearings at which 
sworn testimony may be taken with only one Senator, when certifi- 
cations of certain types have been received, that is, when the chair- 
man of the full committee authorizes it. 

The rules of the committee authorize a hearing of unsworn testi- 
mony with one member of the subcommittee present. We have been 
fortunate in that we usually always have 2 members, as at present, 
and sometimes 3 or 4. It probably would be impossible for this 
committee to have hearings if we had to have a quorum present at 
all times. Each member of the committee is fortunate in having a 
representative during its sessions. They have administrative assist- 
ants or excellent counsel present from the offices of the various Sena- 
tors. Each member also receives a copy of the transcript as soon 
after the hearing as possible. Of course any votes or any formal 
actions taken must be acted upon by the quorum of the committee. 

Mr. Chumbris, the minority counsel, is always here. Mr. Bolton- 
Smith, a very able lawyer, is the adviser to Senator Wiley. Mr. Ar- 
nold is here representing Senator Neely. 

The committee resolution has been called to my attention, the reso- 
lution of the whole Judiciary Committee adopted January 22, 19 


Resolwed by the Committee on the Judiciary, That pursuant to subsection 3 
of rule 25 on the Standing Rules of the Senate, Senate Resolution 180, 81st 
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Congress, the quorum of the committee or any subcommittee thereof for the 
purpose of taking sworn testimony shall consist of one Senator of said 


committee. 

Of course we are not taking sworn testimony, but that is the rule. 

Senator Witey. That is for the purpose of taking sworn testimony, 
Mr. Chairman, and they have proceeded under that rule. 

Now we come back to the question of whether or not you may hold 
a public hearing here, when you don’t have a quorum of the sub- 
committee. I just question the advisability of it, and I leave it at 
that, 

Where is the original resolution under which we are operating ? 

Senator Kerauver. We can procure it. 

Mr. Cuumpris. Mr. Chairman, I just want to point out that Sena- 
tor Wiley’s point was resolved in the recent Watkins decision, which 
was handed down in the last 2 weeks, which clearly defines what in- 
vestigating congressional committees should do or should not do. I 
point that out because you refer to the fact that this is a continua- 
tion of the 1953 hearings held by this same committee. 

Senator Keravuver. As I say, it is dealing with part of the same 
subject matter that we had under discussion then. 

Mr. Cuvumpris. Further, I know that in the Juvenile Delinquency 
Subcommittee, we held no hearings with only one Senator present 
unless we received in writing previous to the hearing the consent of 
the remaining Senators on that subcommittee. That was the rule of 
the judicial committee at the time. I think it involved the Army 
hearings, the so-called McCarthy hearings, dealing with the Secre- 
tary of Defense. I think that rule was evolved from that particular 
hearing, which required there would be no one-man hearings. 

Senator Kerauver. The general rule we followed in the Juvenile 
Delinquency Subcommittee was that if we were going to have sworn 
testimony, we had a statement signed by other members of the com- 
mittee designating one man to hold the hearing. That was for the 
purpose of upholding the right of the Senate to fine anyone in con- 
tempt of the committee, if it developed that they perjured themselves 
or didn’t tell the truth or if they refused to answer a question. The 
overall Judiciary Committee at this session of Congress decided on 
a different method of proceeding and did authorize even one-man 
hearings to take sworn testimony. 

Of course, we are not asking anybody to be sworn here today. 

Senator Wirey. That rule was adopted in January of 1957 that 
one man could take sworn testimony. I don’t think that is the pur- 
pose of this hearing. As you said, the purpose here is to get before 
the public something that goes very fundamentally into the rights of 
others. I agree that in the Watkins case and other cases, we have 
been clearly told that we are only a legislative body and not an inqui- 
sitional body, that we must live by the rules and that is my only object 
this morning, sir. I had not thought that we would not have a quo- 
rum. 

Senator Kreravuver. If we had to have a quorum every time to hear 
any witnesses, even unsworn witnesses, we would never get any heard. 
Senator Witey. May I ask what is the purpose of this meeting? 

Senator Krerauver. I was just reading the purpose of the meeting. 
It is in the statement before the Senator. 





798 RAPID AMORTIZATION IN REGULATED INDUSTRIES 


Senator Wiley asked about the resolution creating this committee. 
I have the resolution here. The resolution says that it is authorized— 


to make a complete, comprehensive, and continuing study and investigation of 
the antitrust and antimonopoly laws of the United States and their administra- 
tion, interpretation, operation, enforcement, and effect, and to determine and 
from time to time redetermine the nature and extent of any legislation which 
may be necessary or desirable for— | At: : 
(1) clarification of existing law to eliminate conflicts and un- 
certainties where necessar 


> 

(2) improvement of the administration and enforcement of 
existing laws; 

(3) supplementation of existing law to provide any additional 
substantive, procedural, or organizational legislation which may 
be needed for the attainment of the fundamental objects of the 
laws and the efficient administration and enforcement thereof. 

So that this hearing is specifically within point and within the 
purposes for which this committee is set up. 

Senator Witey. Did you put the whole resolution in the record? 

Senator Keravuver. Without objection, let the resolution be put in 
the record. 

(The resolution is as follows :) 


[S. Res. 57, 85th Cong., 1st sess.] 
RESOLUTION 


Resolved, That the Committee on the Judiciary, or any duly authorized sub- 
committee thereof, is authorized under sections 134 (a) and 136 of the Legis- 
lative Reorganization Act of 1946, as amended, and in accordance with its 
jurisdiction specified by rule XXV of the Standing Rules of the Senate to make 
a complete, comprehensive, and continuing study and investigation of the anti- 
trust and antimonopoly laws of the United States and their administration, 
interpretation, operation, enforcement, and effect, and to determine and from 
time to time redetermine the nature and extent of any legislation which may 
be necessary or desirable for— 

(1) clarification of existing law to eliminate conflicts and uncertainties 
where necessary ; 

(2) improvement of the administration and enforcement of existing laws; 

(3) supplementation of existing law to provide any additional substan- 
tive, procedural, or organizational legislation which may be needed for 
the attainment of the fundamental objects of the laws and the efficient 
administration and enforcement thereof. 

Sec. 2. For the purposes of this resolution the committee, from February 1, 
1957, to January 31, 1958, inclusive, is authorized to (1) make such expenditures 
as it deems advisable; (2) to employ, upon a temporary basis, technical, clerical, 
and other assistants and consultants: Provided, That the minority is authorized 
to select one person for appointment, and the person so selected shall be ap- 
pointed and his compensation shall be so fixed that his gross rate shall not 
be less by more than $1,200 than the highest gross rate paid to any other 
employee; and (3) with the prior consent of the heads of the departments or 
agencies concerned, and the Committee on Rules and Administration, to utilize 
the reimbursable services, information, facilities, and personnel of any of the 
departments or agencies of the Government. 

Sec. 3. The committee shall report its findings, together with its recommen- 
dations for legislation as it deems advisable, to the Senate at the earliest 
practicable date, but not later than January 31, 1958. 

Sec. 4. Expense of the committee, under this resolution, which shall not 
exceed $225,000, shall be paid from the contingent fund of the Senate upon 
vouchers approved by the chairman of the committee. 


Senator Wiizy. The standing rules of the Senate have been called 
to my attention. Through the resolution of the full committee, as 
printed rule 25 of the Senate, the subcommittee is required to pass 
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a resolution if it desires that less than one-third of the members con- 
stitute a quorum. That is the resolution. 

What is that rule? 

Mr. Botron-Smiru. Rule 25, subparagraph (b) : 

Each standing committee and each subcommittee of any such committee is 
authorized to fix a lesser number than one-third of its entire membership who 
shall constitute a quorum thereof for the purpose of taking sworn testimony. 

Senator Wier. I suppose they claim the standing committee did 
act by that resolution in January that has been called to our attention. 

Mr. Bouron-Smiru. This is the resolution of the full committee. 
Now the question is, was there a resolution of the subcommittee ? 

Mr. Drxon. It says for the purpose of taking sworn testimony. Is 
it the desire of the Senator to take sworn testimony ! 

Senator Keravuver. The resolution passed. I remember the dis- 
cussion about it when it was passed by the Judiciary Committee. It 
was passed pursuant to the general resolution which has just been 
read. It specifically authorizes a subcommittee to take testimony, 
even sworn testimony, with one Senator present. 

Senator Witey. It doesn’t say “or”; it says “and.” It assumes here 
that the subcommittee hasn’t take that action. You claim it is an 
action of the full committee? 

Senaor Keravuver. It is the action of the full committee. 

Senator Witey. Then you have a question of construction of the 
rules. If the word were “or,” you would have it, but here you have 
“each standing committee and subcommittee is authorized.” But be 
that as it may, sir, I don’t want to be accused of filibustering. That 
isn’t my function, ordinarily, in the Senate. 

Senator Kerauver. No. The Senator is always very thoughtful 
of anybody. 

Is there any more discussion in that connection ? 

Senator Witxy. There could be a lot of discussion, sir. We could 
discuss the Watkins case and several others. 

Senator Keravver. I will certainly agree with the Supreme Court 
in the Watkins case. In essence, though, it was if you are required 
to give testimony and give the names of other people you are called 
upon to give. 

Senator Wixy. Now that you have paid me a compliment, Mr. 
Chairman, I must pay you one. I don’t know whether it is because 
you are thick-skinned or anything else, but I have never been able to 
rile you. I think it is wonderful, that calmness of mental attitude. 

Senator Kerauver. The Senator and I always get along fine. He 
always has some very good purpose in any point he raises, so I couldn’t 
get riled for anything he says. 

I will continue on with the statement. 

Finally, we wish to examine today the use which may have been 
made of funds released through the receipt of tax amortization cer- 
tificates for the acquisition of both privately and publicly owned utili- 
ties. The immediate effect of receiving a certificate of necessity is 
of course to make available to the recipient company funds which it 
would otherwise have had to pay to the Federal Treasury in the form 
of income taxes. A question which is of concern to this subcommit- 
tee is the possible use of these funds to increase the degrees of con- 
centration and monopolistic control in the utility industry. Upon 
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request of the subcommittee, the Federal Power Commission has been 
making a survey of acquisitions made by electric utility companies 
subsequent to their receipt of a certificate of necessity. Although the 
survey is not yet complete, the information obtained thus far indicates 
that approximately 60 utilities have made acquisitions subsequent to 
receiving tax amortization. When returns are received from some of 
the companies which have not as yet filed their answers, such as Wash- 
ington Water Power Co. and Pacific Power & Light Co., the total will, 
of course, increase. It is interesting to note that companies serviced 
by Ebasco as well as certain other large utilities have figured prom- 
inently in these acquisitions. 

We have with us Mr. Scaff, the vice president of Ebasco Services, 
Inc. With him is Mr. Boone of the law firm of Reid & Priest of New 
York and Washington. 

Is Mr. Poth also present this morning? He was here the other day 
as the Washington member of the firm. 

Mr. Boone. He is not here, sir. 

Senator Kerauver. We had asked for Mr. Schemis of Ebasco, but 
we understand he is sick and Mr. Scaff has come as the representative 
of Ebasco. Is that correct ? 

Mr. Boone. Yes, Senator. I talked with Mr. Dixon and I think 
Mr. Dixon accepted my explanation. 

Senator Keravuver. Yes. Our first witness, as I set forth in the 
statement, will be Mr. Ray Garrett, Jr., the Director of the Division 
of Corporate Regulation of the Securities and Exchange Commission. 

Will you come around, Mr. Garrett ? 

Mr. Garrett. Yes, sir. 

Senator Kerauver. Mr. Meeker is General Counsel. We are glad 
to see you, sir. 

Mr. Garrett. This is Mr. Woodle. 

Senator Kerauver. Mr. Woodle is Associate Director of the Divi- 
sion of Corporate Regulation and Mr. Amerst E. Huson is Chief of 
the Office of Special Studies and Administration of the Division of 
Corporate Regulation. 

We want to thank you, gentlemen, for your cooperation through- 
out the investigation and for getting together the information that we 
have asked for. 


STATEMENT OF RAY GARRETT, JR., DIRECTOR, DIVISION OF COR- 
PORATE REGULATION; ACCOMPANIED BY THOMAS G. MEEKER, 
GENERAL COUNSEL; JOSEPH C. WOODLE, ASSOCIATE DIRECTOR 
OF DIVISION OF CORPORATE REGULATION; AND AMERST E. 
HUSON, CHIEF OF OFFICE OF SPECIAL STUDIES AND ADMINIS- 
TRATION 


Senator Kerauver. Now, Mr. Garrett, by way of background, you 
have followed the reading of my statement that the Holding Com- 
pany Act was passed in 1935; is that correct ? 

Mr. Garrett. Yes, sir. 

Senator Kerauver. And the Holding Company Act is administered 
by the Securities and Exchange Commission ? 

Mr. Garrett. Yes, sir. 
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Senator Kerauver. And at the time of the passage of the Holding 
Company Act, Electric Bond & Share was the largest utility holding 
company system in this country ? 

Mr. Garrett. I believe whether it was the largest or not depends in 
part on what you regard as the system. I think perhaps the United 
Corp. controlled more assets, but was never organized as a holding 
company system in the same fashion as Bond & Share was. 

This 1s only a vague recollection. 

Senator Kerauver. In any case, it was one of the two of them. 

Mr. Garrerr. Yes, indeed, it certainly was. 

Senator Kerauver. And the Securities and Exchange Commission, 
in 1942, issued an order for the breaking up of the Electric Bond & 
Share Holding Co.; is that right ? 

Mr. Garrett. The orders, as I recall, of the Commission, and this 
is only from recollection and should be checked for accuracy, but I 
am quite certain in saying that there was never an order against 
Electric Bond & Share Co. itself, but, rather, a series of orders against 
the major subholding company systems within Bond & Share. 

Senator Krerauver. Against the subholding companies of Electric 
Bond ? 

Mr. Garrett. Yes. Then Bond & Share itself filed voluntary re- 
organization plans under section 11 (e) of the Holding Company Act, 
looking toward compliance with section 11, but it was not itself the 
subject of the divestment order. 

Senator Keravuver. Mr. Scaff, why don’t you and Mr. Boone sit 
down at the end of the table here and if you want to add anything to 
this recital of historical happenings, or you think any statement 
doesn’t correctly represent the situation, we would be glad for you 
to speak up. 

Mr. English of the Department of Interior is also here. There 
might be some matters relating to your work that will arise, Mr. Eng- 
lish, so why don’t you sit down at the end of the table. 

Now, Mr. Garrett, has Electric Bond & Share made application to 
the Securities and Exchange Commission for exemption from the 
Public Utility Holding Company Act? 

Mr. Garrett. Yes, they have. 

Senator Keravuver. Approximately when was that application 
made? 

Mr. Garretr. Well, June in 1955 is the approximate date. June 6 
is apparently the filing date of the original application—June 6 of 
1955. 

Senator Krerauver. What was the substance of this application ? 

Mr. Garrett. That Electric Bond & Share Co. had complied with 
the provisions of section 11 (e) plans in their various parts and phases 
as filed with and approved by the Securities and Exchange Commis- 
sion; that the company met with formal requirements of subpara- 
graph (a) of section 3 of the act; namely, that it held no domestic 
utility subsidiaries and that it therefore was entitled to receive an 
exemption by order of the Commission from the requirements of the 
Holding Company Act under section 3 (a) (5) and requesting that 
that be granted. 

Senator Kerauver. Why does Electric Bond & Share wish to be 
taken out from the Holding Company Act? 








802 RAPID AMORTIZATION IN REGULATED INDUSTRIES 


Mr. Garrett. Well, I would only be able to speculate on such a 
question, Senator. I know it is their intention to—— 

Senator Kerauver. Mr. Scaff, do you or Mr. Boone want to 
comment ? 

Mr. Scarr. Mr. Kefauver, I am not connected directly with the 
Electric Bond & Share Co. organization. I am an officer of Ebasco 
Services, Inc. I would rather not speak for Electric Bond & Share Co. 

Mr. Boone. Senator, I make the statement as a lawyer here, in 
connection with this 8 (a) (5) proceeding, it is either, as Mr. Garrett 
said, to gain an exemption under the Pablic Utility Holding Act. 
Now, Mr. Garrett has not as yet pointed out to you, as I know he will, 
that the right to get an exemption was recognized in the plan filed 
by Bond & Share and that plan was enforced, as required by law, in 
the district court, and the only remaining thing to be done at this 
time is to determine the question which, if 1 understand the statement 
released this morning, to determine whether there is any control or 
any association between Ebasco Services and these former associates 
which would prevent arm’s length bargaining, as well as anything 
else that the act forbids. 

Now this is the first time—Senator, I know you are a fair man— 
that I have seen the issues delineated concerning which Mr. Scaff 
may be called upon to testify, and I must admit I am quite surprised 
to read this release and find that this committee is doing the very thing 
which the Securities and Exchange Commission, which has jurisdic- 
tion over these things, is now doing, and I know Mr. Garrett will 
bring that out. I am surprised to see, Senator, that you say you are 
not in any way attempting to pass on the merits of the issue before 
the Securities and Exchange Commission. 

Senator Kerauver. That is right. 

Mr. Boone. I must admit the use of this committee is a very power- 
ful instrument and it distresses me very much. 

Senator Keri:ver. Mr. Boone, of course the Securities and Ex- 
change Commission is an arm of the Congress. As I said in my 
statement at the top of page 3, we are not attempting in any way 
to pass on the merits of the issues. We do want to get, in order to 
determine what is happening in the mergers and monopolization of 
the power industry, what is in the public record on this matter. We 
have asked Mr. Garrett to make a digest from the public record, which 
any committee or any citizen has an opportunity to see and which 
is available to anyone. That was our request to you, wasn’t it, Mr. 
Garrett ? 

Mr. Garrett. Yes, it was. 

Mr. Cuumeris. May I ask Mr. Boone a question ? 

Senator Kerauver. Yes, sir. 

Mr. Cuumeris. Mr. Boone, I would like to get a little more detail 
as to the actual decision of the court in this matter, as to just what 
was left to the SEC to do. 

Mr. Boonr. Mr. Garrett, have you got that decision, because I do 
not have it with me. I hadn’t expected this type of examination. 

Senator Keravver. Is this the decision of the court of the District 
of Columbia? 

Mr. Cuumpris. I suggest it be made a part of the record. 

Senator Keravuver. Very well. 
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Mr. Garrett. I do not have it either, Mr. Boone, and Senator. 
What the decision of the court would have been, and we can get the 
citation and put it in the record, would have been an order enforcing 
the final phase of the Bond & Share 11 (e) plan, as we call it. 

The 11 (e) plan is a plan filed under that subparagraph of section 
11, which comes in as a voluntary plan on the part of the holding 
company, setting out various steps it will take to comply with the 
integration and simplification requirements of section 11 (b). If we 
approve the plan and the company then requests court enforcement, 
we go to court, apply for such enforcement and the enforcement order 
normally does not in the opinion elaborate upon the merits of the plan, 
but merely orders the enforcement of the plan, and I presume that 
is what occurred in this case. 

I do have the citation of the enforcement order. It is volume 113, 
Federal Supplement, page 547. 

Mr. Boong. Senator, would you permit us to furnish your com- 
mittee with a copy of the court decision and the Commission decision 
referring to this matter that Mr. Garrett speaks of. 

Senator Keravuver. I was going to ask Mr. Garrett to furnish them. 
So suppose we put in the record the Commission’s decision and the 
court order. 

Mr. Boong. And the Bond & Share plan, if you please, Senator. 

Senator Kreravuver. How long is the Bond & Share plan? 

Mr. Boone. Well, it is about 5 or 6 pages. 

Senator Kerauver. Then we will have that put in the record, also. 

(The documents referred to may be found on p. 1132.) 

Senator Witny. Mr. Chairman, may I ask a question here to try 
to clarify my thinking? 

Mr. Garrett, you are the Director of the Division of Corporate 
Regulation ? 

Mr. Garrett. Yes, sir. 

Senator Wirey. After this decision you have been speaking about 
had been made, what did you do? 

Mr. Garrett. The decision that we have been speaking about was 
the approving decision of the Commission on the final phase of the 
reorganization plan of Bond & Share, followed by a court order of 
enforcement. As to what we did in the Division, I was not Director 
at that time. But what we did in the Division, as related to this prob- 
lem, was to await the accomplishment of the plan, which was accom- 
plished, and then to receive the application for exemption, which 
was indeed contemplated by the plan. 

Now I would quarrel with Mr. Boone as to whether the plan and 
the court order gives him an absolute right to exemption, but I would 
not quarrel because it is perfectly obvious that the plan contemplates 
application for exemption and we have received it and processed it, 
which is what has gone on since. 

We put this matter down for hearing; we specified certain issues as 
matters which should be examined into in the course of the hearing, 
and we are still in the process of examining into those issues and nego- 
tiating with the applicant as to their resolution. 

Senator Witey. Can you state briefly what those issues are? 

Mr. Garrett. The issues are set out in our formal notice and order 
for hearing, which I would be glad to insert in the record. We there 
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specified, of course, what we think of as the formal issue; that is, 
whether the company in fact complies with the formal requirements 
of this subparagraph 5 ; namely, has no domestic subsidiaries ; secondly, 
whether Bond & Share directly or indirectly exercises such a con- 
trolling influence over the management or policies of any public 
utility company or holding CompOy as to make it necessary or appro- 
priate in the public interest or for the protection of investors or con- 
sumers that Bond & Share be subject to the obligations, duties and 
liabilities imposed in the act upon holding companies; thirdly, whether 
it stands in such relationship to any public utility company operating 
in the United States that there is liable to be such an absence of arm’s 
length bargaining as to require that Bond & Share be subject to the 
obligations, duties, and liability of an affiliate, which is a statutory 
status imposing certain limitations upon freedom of action in the 
statute; and then issues which we think of as the United Gas issues; 

that is, ‘problems arising from the relationship of Bond & Share with 
the United Gas Co., specifically relating to the interlocking director- 
ship between Bond & Share and United Gas. And, then, a more gen- 
eral statement, which is customary in our orders, whether there is any 
other basis for any condition to be imposed upon any exemption which 
should be granted. 

Senator Wier. In substance, those issues are pending before you? 

Mr. Garretr. They are indeed; yes, sir. 

Senator Wizey. You are the duly constituted body by the legisla- 
tion of the Congress to determine those issues ? 

Mr. Garrett. That is correct. 

Senator Witxy. When do you expect to hand down your decision? 

Mr. Garretr. We do not know. We have had rather lengthy pro- 
ceedings; we have had rather extended negotiations. These are ques- 
tions inv olving possible control, not based upon the obvious forums 
of stock ownership or contract, "and are difficult to examine and put 
torest. Weare negotiating with the company now. I would not dare 
guess as to when a Commission decision may come out. No phase of 
this proceeding has yet come before the Commission proper. 

Senator Witey. Why not? 

Mr. Garrerr. Because the occasion has not yet arisen. We are 
conducting a proceeding in which the staff repr esents the Commission 
in its administrative capacity before a Commission hearing examiner. 
There are certain intervenors that have come in representing stock- 
holder groups with certain points of view. We have the problem of 
constructing an adequate record and arriving at what we think is a 
reasonable solution that we can recommend to the Commission. If 
we can reach satisfactory negotiated settlement, that is what we would 
recommend that the Commission accept, but we do not take such 
matters to the Commission proper until we have exhausted the trial 
process, so to speak, as betwen the staff, meaning our Division, and 
the applicant, meaning Bond & Share, and other intervenors. 

Senator Wier. If this is your function, what business have we 
got meddling while you are in the process of determining the issue? 

No; I am serious, because I am just trying to find out. Did you make 
any request of the’ legislative body or any ; members of the legislative 
body to assist you in arriving at a decision 














RAPID AMORTIZATION IN REGULATED INDUSTRIES 805 








Mr. Garrett. No, indeed. We are interested in any factual infor- 
mation. We appear here in response to a written request to produce 
factual information, which is what I am authorized to testify with 
respect to. 

Senator Witry. You don’t want us at this time to make any pre- 
liminary decision in view of the fact that it is a matter pending before 
you, a duly authorized organism of this Government to determine the 
issue; do you ¢ 

Mr. Garrett. I think it in violation of my duty to discuss the merits 
of these problems at all. 

Senator Keravuver. Let me try to make it clear to Senator W iley 
that we are not trying to interfere with the decision of the Securities 
and Exchange Commission. We are interested in the extent to which 
tax amortization certificates have increased the concentration or 
brought about mergers, and we have asked Mr. Garrett to give us a 
summary of a public record, which anybody can look at, with refer- 
ence to the services rendered by Ebasco for certain companies that, 
according to the public record, did receive tax certificates in this pe- 
riod in which we are most interested. This committee could go down 
to the Securities and Exchange Commission and get the information 
at any time. Is that the request of you, Mr. Garrett? 

Mr. Garrett. Yes, sir. 

Mr. Cuumeris. Mr. C hairman, I would like to get back to Senator 
Wiley’s original statement to the subcommittee this morning, and 
going back to the Watkins deci ision, which asks: Is this a legislative 
function or is this a public exposure ? 

There may be things that come out in this subcommittee hearing 
that may be in the nature of an exposure, which may be either detri- 
mental to the parties involved or the Commission itself, which has to 
make this particular decision. That brings up this question, that we 
have to concern ourselves with a legislative function, and the point is, 
Does that committee hearing have to be at this particular time or can 
that legislative function still be served without inter fering with the 
machiner y of the Securities and Exchange Commission, which is an 
organ of the Congress to look into this particular matter ? 

T think that is a concern that Senator W iley has, and I believe that 
several other Senators on the minority have expressed a similar view 
as he did this morning. 

Senator Wixry. I never knew, Mr. Chairman, when I came in this 
morning that this is a matter pending before a Commission which has 
to make decisions and that we are now putting our nose into their 
business. You get this before the court, and we will get a lacing. 

In other words, we have a division of power in this countr y: “Execu- 
tive, legislative, and judicial. On some of these other matters that 
we have been investigating, I find to my surprise, sir, that the matter 
is pending before you and we have set up that Division to decide that 
matter and now you are coming in to testify on the very subject that 
you have to decide on. If a court would do a thing like that, you 
would impeach the court. I don’t know how far this thing can go, sir. 
I am very uncomfortable about it, I can tell you tak: I didn't realize 
when I raised my objection this morning that we are going to get into 
something that is actually pending before a commission to make deei- 
sions on, and you are trying to tell them how they should decide. That 
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is what it amountsto. It isa very serious procedure. I think that is 
something very serious. We had better adjourn, Mr. Chairman, and 
give consideration to it. 

Senator Keravver. I am afraid I didn’t make myself clear in my 
statement to you, or Mr. Garrett did not make himself clear. The 
Congress of the United States, acting through its committee, certainly 
has an interest in the subject matter which we are investigating here; 
that is, what we are going to do with the rapid tax amortization matter, 
how it affects monopoly and concentration. 

This committee is a committee on monopoly. Certainly it has an 
interest in the Public Utility Holding Company Act, which directly 
affects monopoly and concentration. The arms of Congress, the Secu- 
rities and Exchange Commission and Federal Power Commission, of 
course, frequently are called upon to give information to the com- 
mittees of Congress. 

We have asked Mr. Garrett to bring certain information which is in 
the public record, not to express any opinions or not to pass on the 
merits of any case, to be a conduit or a transmitter of information on 
the public record to this committee. I think that is one of the func- 
tions of the arms of Congress. 

It has taken a good number of years to get this information. We 
have Mr. English here and we are going to ask him about certain 
other matters which are public information as to the tax amortization 
certificates that have been granted. 

Senator Wiriey. In your very statement you say : 

While there may be some question as to the precise extent to which Electric 
Bond & Share, through Ebasco, perpetuates the same type of control and influence 
over the operating companies as it did before the passage of the Public Utility 
Holding Company Act, there can be no question but that the relationship of 
Ebasco to most of the operating companies continues to be close and lucrative. 

Now on this tax amortization, sir, I think we should limit your 
inquiry this morning to that and not go into this matter that is now 
pending before a duly authorized arm of this Government to determine. 

I am seriously concerned with our getting involved in things that 
I think are very serious. 

Senator Keravver. I can see no objection to Mr. Garrett testifying 
as to that which is in the public record, which has to do with com- 
panies that Ebasco has assisted to receive rapid tax writeoffs and what 
the public record shows were the services rendered by Ebasco for 
these utilities. 

Senator Wirry. Are you going to ask him to testify in relation to 
the issues before him in the matter pending? 

Senator Kerauver. No, indeed. All we want of Mr. Garrett is 
what is on the public record as to what services Ebasco renders for 
these companies which have received rapid tax amortization awards. 

Mr. Boone. Senator, you have been very kind to me this morning 
and permitted me to talk. I never know quite the proper procedure 
for a lawyer in these Senate hearings. You have been kind to me 
and have permitted me to make statements. Now I want Mr. Gar- 
rett to state, if he will, or I will state from what I know that this 

roceeding, as far as the Securities and Exchange Commission, has 
bien in process for nearly 2 years. Over 5,000 pages of testimony 
have been taken, over 200 exhibits have been introduced. We have 





—— —<_ +s ao 


"eo We 


| Oo Ove 








RAPID AMORTIZATION IN REGULATED INDUSTRIES 807 






had lots of witnesses up there. The Securities and Exchange Com- 
mission have had their people down going through our files. We have 
been most cooperative and we have furnished to them the informa- 
tion they have requested. Now I note very often in the reports that 
are handed down by Senate committees that counsel and represent- 
atives of the company sit by and make no objection. Personally I 
don’t like that and I just want to voice my objection this morning to 
going into the issues that are before the Securities and Exchange 
Commission. 

Senator Kerauver. Mr. Boone, I have tried to make it clear to you 
that we are not going into the issues. We are asking Mr. Garrett 
to serve as a conduit to give this committee public information, not to 
express any opinion. We could get this information by going down 
and getting it ourselves. I take it that there is no controversy as to 
the services rendered by Ebasco for certain of these companies that 
have received rapid tax writeoffs. We are not asking Mr. Garrett 
to express his opinion about anything. 

Senator Witey. You are asking him to give statements with re- 
lation to the testimony that has been pending before him for 2 years, 
with volumes of testimony. When he gives it, it is an evaluation of 
the facts that must be considered by him when he reaches his decision 
in the matter pending before him. I think that should have been 
the first inquiry when he was asked to come up here, whether or not 
this matter was pending before him, and if it was, we should have 
said hands off until the proper authority makes the decision. 

Senator Keravuver. Mr. Garrett, you are not the hearing examiner 
or the judge. You are just a member of the staff. You are the head 
of the Corporate Division; isn’t that right? 

Mr. Garrett. I am in charge of the division that has staff respon- 
sibility for going forward with the case. I shouldn’t even say I am 
an adversary and this might be the right time to mention another 
point. The Division has not yet taken a position on any of these 
issues. 

I notice a slight inaccuracy in your statement on page 2, where you 
say: 


* * * counsel for the Securities and Exchange Commission have contended * * * 


We have not. We have advised the Commission that these issues 
should be looked into. But that is all to be distinguished from taking 
a position upon them, as you can readily understand. We will ulti- 
mately, naturally, but we have not yet. 

Senator Krerauver. The information you brought here is informa- 
tion that is in the public record. You have not been asked to express 
any opinion about any controversy but merely to state what is on the 
public record; is that correct ? 

Mr. Garrett. That is right. 

Senator Keravuver. Is there any dispute about the public record 
on this matter ? 

Mr. Garrett. I think not. The applicants have not, of course, seen 
the exhibits that we are prepared to submit and I should assume they 
would be given a chance to dispute it if they should find some inac- 
curacy there. 

Mr. Cuumpris. You are prepared to submit it? 

Mr. Garrett. Yes, sir. 


94133—57—pt. 2 
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Mr. Cuumeris. They haven’t seen it? 

Mr. Garrett. No, sir. 

Senator Kerauver. Of course, if they have no objection to any part 
of any exhibit that is submitted 

Mr, Cuumeris. Then that necessarily couldn’t be a public record, 
Mr. Chairman, if the petitioners haven’t seen it. It must be some- 
thing that is not yet public. 

Senator Kerauver. What he means is that the pages he has pre- 
pared here for this committee have not been seen. Of course, they 
have seen the basic information. 

Mr. Garrerr. Our proposed exhibit is made up of information put 
together from several exhibits submitted by Bond & Share in the 
proceeding. 

Senator Witey. In the proceeding? 

Mr. Garrett. Yes, sir, and they are public exhibits. 

Senator Keravuver. Made up of information given to you by them; 
is that correct? 

Mr. Garrett. That is correct. 

Mr. Boonz. Senator, I beg of you to reconsider permitting the Com- 
mission to go into these matters. It isa great prejudice to my client 
to permit that. You are a member of the United States Senate, for 
whom we all have the greatest respect, and what you say—— 

Senator Wiiry. Say that over again, will you? 

Mr. Boons. T hey should not be permitted to do this, if it prejudices 
our case. What Mr. Garrett says about the staff, certainly anyone 
acquainted with the procedures before the Securities and Exchange 
Commission knows that the staff itself has great influence in what 
happens over there in those hearings and anything that the staff says, 
to my way of thinking, will be seized upon by ‘people who are in- 
terested in this proceeding. 

Senator, you will be amazed the people who get information out 
of these Senate files and have used them and pretended to use them 
before the Securities and Exchange Commission on the issues involved 
in that case. 

Senator Witey. Mr. Chairman—— 

Senator Krravver. Let me answer Mr. Boone. If the information 
is taken from your exhibits which have been filed in the public hear- 
ings and which are made public, is that not information that a member 
of a congressional committee is entitled to have ? 

Mr. Boone. Senator, I hope you will pardon me. I don’t want to 
argue with you or Mr. Garrett, ‘but when they get those exhibits they 
are out of context. They introduce them. We don’t have the right 
to confront these people who get these exhibits and put them on the 
stand and get their ideas as to what is involved in this case, and to 
introduce one of the exhibits that is in this hearing here in these 
hearings—I dont’ say this one alone—and introduce them over there 
in the Securities and Exchange Commission has really been very 
harmful to us. 

T agree with you, Senator, they are exhibits but they should not be 
permitted to go out of this committee’s files without the consent of the 
full committee and when IT give you these papers and we have been 
most cooperative in every Senate hearing, but when we give you these 
papers I think it should be with the understanding that they are not 
for the use of the Senate committee and its staff and not for outside use. 
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Now, I know you will tell me, “Well, Mr. Boone, everything we do is 
public.” 

No, not in these cases. A lot of these papers you get from us are 
really privileged communications between ourselves and our clients 
and our friends. The Securities and Exchange Commission have 
recognized that in their hearings. I beg you to recognize that in the 
same way. 

Senator Kerauver. Mr. Boone, of course, on that basis we can have 
no public hearings. If you have any objection to any letter that is 
privileged between you and your clients, if you would make the point, 
{ am sure that I would sustain the point if it really is a privileged 
communication, 

Mr. Boone. I believe you would, Senator—I really believe you 
would if you knew it. But here is ’ what happens: We bring these 
exhibits down here and we give them to you freely and then some- 
body goes over them, photostats are made and then, let me say, the 
fat is in the fire. 

We have no objection to this committee or its staff looking at our 
stuff, and we have always made that clear, but we do object to this 
particular proceeding having anything made public from the Securi- 
ties and Exchange Commission willingly, Mr. Chairman. 

Senator Kerauver. You mean 

Mr. Boonr. On the record of amortization. 

Senator Keravuver. I don’t exactly understand you. 

Mr. Boone. I was a little previous. If the Securities and Ex- 
change Commission sees fit to go into rapid amortization only, that 
is something else. 

Senator Witey. Mr. Chairman, I have reached the conclusion that 
this matter is so important that it should be submitted to the full 
committee. I feel that it is a matter of vital and correct procedure. 
It is admitted that these matters are now matters before a trial body 
to determine issues. As stated by the gentleman who just spoke, the 
courts recognize the influence of public opinion. 

Are we getting this information in here with the purpose that it 
would influence the body that is to make the decision? I think we 
are on pretty thin ice, Mr. Chairman. I move that we recess and 
submit this issue to the committee when we meet next Monday or 
Tuesday. 

That is the only motion before the House and that is the only one 
that can be made. 

Senator Krerauver. The Senator moves that we recess. I guess we 
have a right to have a vote on the motion. You vote for it; I vote 
egainst it. 

Senator Witry. That is my point. Then, Mr. Chairman, you will 
have to excuse me. I am withdrawing from the committee. 

Senator Kerauver. I am sorry the S Senator feels that w ay about it. 

May I ask you, Mr. Boone, have you been handling this case before 
the Securities and Exchange Commission ? 

Mr. Boonr. Senator, I have participated in it. I might say that 
Ebasco Services is not a party. They have been a witness in the 
case and I have represented them, together with others, because the 
thing has many facets and takes lots of people to follow it, but Bond 
& Share is really the main party in it. 
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Now Ebasco is purely a witness and I want you to know, Senator, 
that I and others have represented Ebasco in those proceedings. 

Senator Keravuver. Let me get the chronology here. We first asked 
Mr. Wyckoff of ODM to give us a list of the electric utilities which 
applied for rapid tax writeoffs, which were represented by Ebasco 
Services, Inc., from the time we are particularly interested in, in 
1955, to date. 

Mr. Wyckoff, of ODM, has given us a list of the utilities on June 3, 
a“ . There are four corrections since that time, which we will strike 
off. 

The ODM tells us that while Ebasco did some work for them, they 
did not do any work at the time they received their certificates. So at 
the present time on this list we have 17 companies. We are striking 
off Mississippi Power & Light Co., Florida Power Co., Western 
Massachusetts Electric Co., and Gulf States Utility Co. because ODM 
tells us now, or we find now, that at the exact time they got the 
certificate Ebasco was not handling that particular work for them, 
although they had previously done work for them. 

We have asked Mr. Garrett to list, from the exhibits which are 
filed at the SEC, the services you said that you rendered for these 
17 companies, Mr. Boone. 

Mr. Boone. In connection with amortization, sir? 

Senator Keravuver. No, in connection with any work Ebasco Serv- 
ices was doing. 

Mr. Boone. Sir, if it was limited—— 

Senator Kerauver. My question is whether you are familiar with 
the work done by Ebasco Services, Inc., for these various companies so 


that if any question is brought up about any work that might be 
done by Ebasco for these companies, you would be in a position to 
make a statement about them. 
Mr. Boone. Senator, I say to you, frankly and honestly, I am not 
familiar with the warnangs of rapid amortization and I would hesi- 
0 


tate to answer questions about it. But if Mr. Garrett is going to talk 
about the rapid amortization problems that Ebasco has handled, I, 
as attorne for Mr. Scaff this morning, have no objection to that, 
but I wouldn’t want him to enlarge it, and I say it only 

Senator Keravuver. Mr. Boone, he is not going to talk about—— 

Mr. Boone. He is going to talk about other things. 

Senator Kuravver. He is just going to list from your files, from 
your exhibits, what you say you have done for these various companies. 

Mr. Boone. Senator, let me say to you that one of the things that 
is in controversy in this case, and you recognize that in your own 
release, is as to whether these services are continuing in nature and 
that is what you say here. Now that is one of the issues in this case. 
1 beg of you, sir, not to go into that. It is all coming out in this hear- 
ing over at the Securities and Exchange Commission. 

Senator Keravver. It is important, Mr. Boone, for this committee 
to have this information. I will be perfectly willing, if it would make 
you feel any better about it, to let Mr. Garrett say whether or not 
the file shows that. Ebasco did the services for a particular company 
and to give you the list of services as he has prepared it, as taken 
from Electric Bond & Share’s exhibit which is a public record, and 
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for you to consult with your client as to whether there is any question 
about the accuracy of the services rendered or the mere listing. 

Just take an example. Say the X company covers industrial rela- 
tions, insurance, Federal and State taxes, sales, and market. You 
either did that or didn’t do it. That is for that company. If you 
would like to submit these to your client and see whether there is any 
that you claim are not accurate, and I would even go so far as to say 
that we will give you the benefit of the doubt—if you say they didn’t 
render any of these services, we would certainly take your word 
for it. 

Mr. Boonr. Senator, I repeat you have been very kind to me. If 
T could see what Mr. Garrett is listing as services before he speaks, 
I might be able to give you a very emphatic yes; let’s do it that way. 

Senator Kerauver. Let’s take one here. Give him a copy and show 
him what it is. 

Mr. Boonr. May we have a few minutes, sir? 

Senator Keravuver. Surely. 

Mr. Boone. May I say as to this, and I am not going to take too 
much time, we would have to check this, and I think Mr. Garrett 
would agree with us, against the exhibits that we have put over before 
the Securities and Exchange Commission and determine the accuracy 
and the services that are rendered is a matter of controversy in this 
proceeding. ‘The Commission has obtained a lot of information con- 
cerning these various services and that is a point of controversy. I 
can’t agree to that, sir. 

Senator Kerauver. Mr. Garrett, are these from the public record ? 

Mr. Garrett. Yes, sir. 

Mr. Boons. Mr. Garrett, don’t we have some privileges? 

Senator Keravuver. Just a minute. 

Mr. Boonr. I am sorry, Senator. 

Senator Keravuver. I am going to ask you, then, Mr. Boone, to 
take the exhibit and if you want the privilege of checking against 
your exhibits the information you have given the SEC in your public 
record, either you bring them back to us when you have checked the 
accuracy or you send them to the committee. 

Mr. Boone. Senator, that is very fair. 

Senator Keravuver. Now I am going to ask Mr. Garrett to withhold 
the specific services so they can be checked by Mr. Boone and his 
company. 

We have asked Mr. Wyckoff to give us the names of certain electric 
companies, where Ebasco appeared before the ODM as the representa- 
tive agent in trying to get the tax certificate or in presenting the matter 
for the tax certificate. We have that list here and that list has been also 
furnished to Mr. Garrett. 

Do you mind, Mr. Garrett, and I am sure there can be no objection 
that these companies listed are companies that Electric Bond & Share 
in the SEC proceedings has listed as having done some service for 
them 

Mr. Boones. Now, Senator, you misspoke yourself. I think some- 
body should have corrected you. Not Bond & Share. 

Senator Kerauver. I mean Ebasco Services. That is right. Penn- 
sylvania Power & Light Co. This is since 1955. The ODM certifi- 
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cates. Carolina Power & Light Co.; Texas Electric Service Co.; 
Kansas Gas & Electre Co.; Texas Power & Light Co.; Florida Power 
& ge Co.; Dallas Power & Light Co.; Louisiana Power & Light 
Co.; Pacific Power & Light Co.; Idaho Power Co.; Minnesota Power 
& Light Co.; Montana Power Co.; Kansas City Power & Light Co.; 
Portland General Electric Co.; the Empire District Electric Co. 

That is all. 

In the public record on exhibits furnished by Ebasco Services, Inc., 
they are listed as companies that Ebasco has rendered some service 
for. Is that correct, Mr. Garrett ? 

Mr. Garrett. Yes, sir. 

Senator Kerauver. We will put in the record at this time, the list 
furnished by Mr. Wyckoff of the Office of Defense Mobilization as to 
the electric utilities, in connection with their tax amortization appli- 
cations, which were represented by Ebasco Services, Inc. 

(The document is as follows :) 

JUNE 3, 1957. 
MEMORANDUM 
To: John M. Blair. 
From: Thomas C. Williams. 
Subject : Material received from the Office of Defense Mobilization. 

This afternoon I went to the Office of Defense Mobilization as per your re- 

quest to pick up some material from Mr. Jacob Wyckoff. Mr. Wyckoff upon 


giving me the material stated that those marked with an asterisk signified 
Ebasco, and those marked with “H” signified Hydro. 


May 22, 1957. 
ELectric POWER 


On January 1, 1955, the electric generating capacity in the United States was 
103,400,000 kilowatts. Capacity for 12,800,000 kilowatts was added during 1955. 
On January 1, 1956, 116,200,000 kilowatts capacity was available. 

During the first 6 months of 1955, the following certificates of necessity were 
issued covering expansion of facilities for electric power generation: 


A Company and location Date certified | Kilowatt 
10. } expansion 


|_| 


| 
27668 | Indianapolis Power & Light Co., Centerton, Ind_.................] May 6, 1955 100, 000 
27902 Maine Public Service Co., Resque Isle, Maine........-.....-.....| May 9, 1955 13, 000 
28052 | Calif. Electric Power Co., Highgrove, Calif...........-...-.------]. es 40, 000 
26833 | Central Louisiana Electric Co., Inc., Baldwin, La | June 16, 1955 














RAPID AMORTIZATION IN REGULATED INDUSTRIES 813 


No applications were denied during the period January 1, 1955, through 
June 30, 1955. 


During the second 6 months of 1955, the following certificates of necessity 
were issued for expansion of electric power generation facilities : 





TA 
No. 


*29563 
29570 
29573 
29547 
29586 
29602 
29610 
29661 

*26711 
29571 
25941 

#20557 


*29722 





301! 53 
30154 
28445 
*30295 
29668 
*20600 


29695 | 
29849 | 


29900 
29915 
* 301 43 


30405 | 


"29507 
29804 
29924 

*30380 

*30394 
29532 
29916 
30370 
30498 
30331 

*30382 
30484 

*30608 
30332 
30714 
30285 





*30294 | 


*30383 
28477 
30555 











Company and location | Date certified | Kilowatt 
expansion 
bias nas : mead benim subeneiaiices 
| 
Florida Power & Light Co., East Palatka, Fla_-__-__- ven Ao July 14,1955 62, 500 
Oklahoma Gas & Electric Co., Muskogee County, eS: So nain 180, 000 
Pacific Gas & Electric Co., Fresno & Plumas Counties, Calif ._- = Soot | 367, 000 
Consumer Power Co., Jackson, cit cet a dhtaiintns wptditnin eeaes : oicaeaiiiaiies nel 156, 250 
Southwestern Public Service Co., Hobbs, NN. Mex... ncaa nets = 75, 000 
Florida Power Corp., Ellanville, Fla............__------------ Ss rae 70, 000 
Delaware Power & Light Co., Sussex C ounty, Del... ead do al 75, 000 
Southern California Edison Co., Fresno County, cee ee acts als | 10, 000 
Pennsylvania Power & Light Co., Northhampton County, Pa. "| Fuly 19, 1955 | 132, 500 
Western Light & Telephone Co., Great Bend, Kans---- aaa Gta | 16, 500 
Consumers Power Co., Muskegon, Mich----.. pera ..-.----| July 21, 1955 135, 000 
Carolina Power & Light oe | As Se eon - ORicewsinn) 125, 000 
Kansas City Power & Light Co., Henry County, i ig ras -| July 26, 1955 | 156, 000 
Virginia Electric & Power Co., Y ene: Wis ra | Oct. 6,1955 | 150, 000 
Texas Electric Service Co., Fort Worth, Tex....-.-.-------.-..-.. } Oct. 14,1955 | 165, 000 
Houston Lighting & Power Co., Harris County, Tex._.......-__- both EVO cote at 156, 000 
Kansas Gas & Electric Co., Wichita, Kans-_~................-.....]_. (Jae wes 100, 000 
ee er ce eee ee el oapakerdebeacncuasantnase eos 250, 000 
Appalachian Electric Power Co., Glasgow, W. Va._-...----.-.---|----.do_-----. | 450, 000 
Pacific Gas & Electric Co., Butte County, Calif. ............-...- | Oct. 18, 1955 | 106, 000 
Portland General Electric Co., Estacada, Oreg..........---.-. .---| Dec. 6, 1955 50, 000 
Central Maine Power Co., Yarmouth, Maine...........-.-....-- Oct. 18, 1955 88, 000 
| Texas Power & Light Co., Houston County, Tex_....-.......-.-- eS cee 155, 000 
Mississippi Power Co., Gulfport, Miss...........----.---.----.-. mevagmaieaihcanis Granta 75, 000 
ee Oe ee Sa eee ae a jay Ne areal 125, 000 
Consumers P ower C o., Hs umpton, Mich--. oatlcmseneitl=datelidéaiele ana | 157, 000 
The Cincinnati Gas & Electric Co., New Richmond, ‘Ohio oi eae iia ee 157, 000 
Florida Power & Light Co., Dania, | RRR RS RABE ped naa a ee Cas rata 320, 000 
Texas Electric Service Co., Monahans, Tex..........--.....-.-..-|__-. do 100, 000 
Niagara Mohawk Power Corp., St. Lawrence County, N. Y__--..| Oct. 15, 000 
a a es ee ee Saale 23, 000 
The Cleveland Electric Iluminating Co., United States at large--| Nov. 200, 000 
| Dallas Power & Light Co., Dallas, Tex._...........--.......-...- Nov. 125, 000 
Public Service Company of C olorado, Denver, Colo.......----.--- Nov. 100, 000 
Delaware Power & Light Co., Delaware City, er oe ee 50, 000 
Louisiana Power & Light Co. Ns etc nuteientie. --| Nov. 2 200, 000 
Florida Power Corp., St. Petersburg, Fla...............-......... jaatek. odes 120, 000 
Public Service Company of New Hampshire, Portsmouth, N. H-.|-.-- Seite oeats 44, 000 
Public Service Company of Indiana, Inc., New Albany, Ind ...._|-....do__..___- 150, 000 
Columbus & Southern Ohio Electric Co., Conesville, Ohio__...._- | Nov. 29, 1955 125, 000 
Ohio Power Co., Graham Station, W. Va._............--.......- Se ee eee 450, 000 
West Penn Power Co., Reesdale, P sal icra: tim nlaharta ciesamiticewnuibtnitmenel Dec. 8, 1955 165, 000 
Pacific Power & Light Co., Cowlitz and Skamania Countie 8, |----- let een. 303, 000 
Wash. | 
Pennsylvania Power Co., West Pittsburgh, Pa_........-.-----.-- SS ocal [i nditaos 90, 000 
Carolina Power & Light Co., Moncure, N. C...................-- | Dee. 12,1955 157, 000 
Public Sunico Company of New Mexico, Bernalillo County, Dec. 13, 1955 30, 000 
N. Mex. | 
Central Louisiana Electric Co., Inc., St. Landry, La_-......-..---|__--- Ti smeaai 55, 000 
Ohio Mawson OG., are, Ollie... co. <. cecaccenéccendcocnnsunce-| 1200, 1200 90, 000 
Portland General Electric Co., Estacoda, Oreg..................-.- oe re onl 25, 000 
| Pacific Power & Light Co., Johnson & Natrona Counties, Wyo--..|_....do.___- _-| 100, 000 
| Southern Nevada Power Co., Clark County, Nev...----....----- Dec. 27,1955 | 44, 000 
OISS Uliceet OG, PIGWIEE, VU fick canpeenctecennecosesccensou> eee ee 1,7 
Wer cisenuancevomantaee elvis ukacsemiaeace taettaecindtbens  aneeaineedbdihaideral 6, 827, 450 
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The following applications for electric power generating facilities were denied 


certification during the last 6 months of 1955: 


TA No. Company and location 


Southern California Edison Co., El Segundo, Calif... 
Southern California Edison Co., Long Beach, Calif. 
Public Service Electric & Gas Co. Linden, N. J__.....--- 
The Detroit Edison Co., River Rouge, Mich 
The Connecticut Light & Power Co., Milford, Conn 

| Long Island Lighting Co., Island Park, N. Y- 
Niagara Mohawk Power Corp., Tonaw anda, N. Y 
Western Massachusetts Electric Co., West Springfield, Mass. 
Philadelphia Electric Co., Philadelphia, Pa 

| The United Iuminating Co., Bridgeport, Conn.- 

| Pacific Gas & Electric Co., San Francisco, Calif 
Central Illinois Light Co., Peoria, Tl. - 


Td tected ole é 


4 
| 


| 


..| Dee. 


Date denied 


| July 28, 1955 
eDaas 
a nen 


| Aug. 17, 1955 
Nov. 
cian 
| Nov. 17, 1955 
Dec. 2, 1955 
8, 1955 


Aug. 22, 1955 


14, 1955 | 


Kilowatt 
expansion 


157, 000 


val 312, 000 


450, 000 
300, 000 
100, 000 
157, 000 
200, 000 
100, 000 
175, 000 

75, 000 
165, 000 
100, 000 


2, 291, 000 





During the first 6 months of 1956, the following certificates of necessity were 
issued covering expansion of facilities for electric-power generation : 


Company and location 


Houston Lighting & Power Co., Harris County, Tex 
5 | Pacific Gas & Electric Co., Eureka, Calif 


Georgia Power Co., Newman, Ga-_.__...................-. 
California Electric Power Co., San Bernardino County, Calif_. 
South Carolina Electric & Gas Co., Irmo, 8. C 

Alabama Power Co., Walker County, ee a 
Western Light & Telephone Co., Dodge City, Kans__- 
Union Electric Co., St. Louis County, Mo 

Public Service Com ane of Indiana, Inc., New munis Ind_- 
West Penn Power Rosedale, Pa fl 

Iowa Southern Utilities Co., Eddy ville, Iowa. 

Oklahoma Gas & Electric Co., Oklahoma County, Okla 
Southern California Edison Co., Huntington Beach, Calif _- 
Southern California Edison Co., Ventura, Calif_ 

| Ohio Power Co., Ohio and W est Va- 

The Hartford Electric Co., Middletown, Conn_ 

El Paso Electric Co., El Paso, Tex... 

| Missouri Public Service Co., Pleasant Hill, “Mo.- 

Iowa Power & Light Co., Council Bluffs, lowa_- 

The California Oregon Power Co., Klamath County, Oreg_-_- 
| Appalachian Electric Power Co., Dexter, Va- 

Central Power & Light Co., Corpus Christi, Tex 
Commonwealth Edison Co., Waukegan, Ill_- 

| Southern Nevada Power Co., Clark County, Nev 

Minnesota Power & Light Co. Cohassett, Mi inn. - 

The Empire District Electric Co., United States at Jarge_. 
New England Power Co., Littleton, N.H 

The Montana Power Co., Great Falls, Mont. 


Southwestern Gas & Electric Co., Mooringsport, La...____..__~-- 
Potomac Edison Co., Williamsport, Md_-_----- Datiaeniencnn bode : 
Pacific Power & Light Co., Clark County, Wash 

Central Power & Light Co., Mission, Tex 

New England Power Co., 
Public Service Company ‘of Colorado, Cameo, Colo 
Illinois Power Co., Danville, Ill 





Virginia Electric & Power Co., Fluvanna County, Va______---- ---|- 


| Jan. 


Apr. 


Date certified 


| 
| Jan. 


10, 1956 | 


Rta 


..do 
Feb. 
..do_ 


“Feb. 27, 1956 
an... 

29, 1956 
do____. 
cr, 


“Feb. 


May 15, 1956 | 


Mar. 23, 1956 


Feb. 23,1956 
Mar. 28, 1956 


...----| Mar, 29, 1956 
Public Service Company of Oklahoma, Tulsa, Okla.............-- 


Apr. 
Apr. 


10, 1956 | 


4, 1956 | 
9, 1956 


: 16, 1956 
Salen, a ad cat cadlleeeses tains |----- | ee ‘ 


| Kilowatt 
| expansion 


125, 000 
50, 000 
150, 000 
125, 000 
60, 000 
250, 000 
165, 000 
16, 000 
250, 000 
150, 000 
165, 000 
22, 000 
150, 000 
400, 000 
400, 000 
225, 000 
100, 000 
44, 000 
24, 000 
75, 000 
80, 000 
450, 000 
60, 000 
305, 000 
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Applications for electric power generating facilities were denied certification 
during the period January 1, 1956, through June 30, 1956, as follows 
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During the last 6 months of 1956 the following certificates of necessity were 
issued covering expansion of facilities for electric-power generation : 


| 
TA No.| Company and location | Date denied | Kilowatt 
| | expansion 
— — = | —— 
30816 | Philadelphia Electric Co., Eddystone, Pa__.....--.--..----------- | Jan. 27,1956 325, 000 
30920 | Southern California Edison Co., Redondo Beach, Calif. ._..____-- | Feb. 17, 1956 | 157, 000 
31035 | The Toledo Edison Co., Toledo, Ohio----......--------- eens Ssnaiti RE esis | 125, 000 
31087 | Public Service Electric & Gas Co., Ridgefield, N. J_ =|--=7=80--ae 550, 000 
31092 | Consolidated Edison Company of New Y¥ ork, Inc., Staten Island, 
| ON aa cs a a adc a a Ea a ta i a dl ite 300, 000 
31154 | Northern Indiana Public Service Co., Gary, Ind__._......---...--|_- EGON 4 130, 000 
*31086 | Gulf States Utilities Co., Beaumont, ce ce ae Mar. 6, 1956 100, 000 
31138 er Edison Co., Chicago, PN hs By lee Seal gn Mar. 20, 1956 305, 000 
BRIE: [assep wat cere ecnicnasisaccsadees aes wamsie tails ealionsianimw aa are eet oe hhh cede BOsikidiide 205, 000 


60, 000 
2, 257, 000 

















of facilities for electric-power generation. 







power generation : 








ry 

















covering expansion of facilities for electric-power generation. 












13746 | Electric Energy, Inc., Joppa, Ill.................................. Apr 





Norte.—Asterisk shows Ebasco Services, Inc., represented the applicant. 


. 30, 1957 


| 
TA No.| Company and location Date denied 


TA Company and location | Date certified | Kilowatt 
No. | expansion 
pe eaeidetchacgipkteepegesiomnttenie iguana * | ocelely catienataaehidte 

31152 Ohio Edison Co., Stratton Village, Ohio-.--............-....------ | Aug. 24, 1956 i 170, 000 
29692 | Virginia Electric & Power Co., Yorktown, Va_-_--_..---------- | Sept. 13, 1956 150, 000 
1 | cer ae 
NN gow cebnk eter Gebuntehcnctn nant earmausadabbonanawtclakebireda tae 320, 000 


No applications were denied in the last 6 monhs of 1956 covering expansion 


During the period January 1, 1957, through May 22, 1957, the following cer- 
tificates of necessity were issued covering expansion of facilities for electric- 





TA Company and location Date certified Kilowatt 
No. | | expansion 
ce Rat ce lalad ached ih es aus pliansheliiae | ale scant 
*26407 | Idaho Power Co., Baker County, Oreg., and Adams County, | | 
RNIN si 0:5: seth ein eso'cetinsmesinigdibhiens ded exe aati ok ek ae a ed ok | Apr. 17,1956 | 151, 700 
*26500 | Idaho Power Co., Baker County, Oreg., and Washington County, 
SI ad's bake pace ane Seealnd <dpbin Sac aa bae eee eae aioe sameieh aT aac do 360, 400 


512, 100 


Applications denied during the period January 1, 1957, through May 22, 1957, 


Kilowatt 
expansion 


750, 000 
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Senator Kerauver. Mr. Wyckoff’s list includes all of the electric 
power companies which have filed applications since May 6, 1955, to 
June 3, 1957. Mr. Wyckoff has marked the ones that were represented 
by Electric Bond & Share. 

Mr. Boone. Ebasco again, Senator. 

Senator Kerauver. Ebasco; yes, sir. 

Mr. Boonz. And how many companies are on that list, Mr. Chair- 
man ? 

Senator Kerauver. Seventeen were represented by Ebasco. 

Mr. Boonr. And we may have a copy of that exhibit, sir? 

Senator Kerauver. You mean the exhibit of all of the companies? 

Mr. Boonr. No; Mr. Wyckoff’s list. 

Senator Kerauver. Yes; you can have a copy of it. 

Mr. Boone. Thank you, sir. 

Senator Keravuver. Mr. Garrett, the order to Ebasco from Electric 
Bond & Share was issued in 1942; is that correct ? 

Mr. Garretr. Well, that was a date in which an order was issued 
against one of the subsidiary holding company systems. That would 
be the only significance of that particular date. 

Senator Kerauver. Do you have the date of the order issued in con- 
nection with the holding company’s system that involved Idaho 
Power Co. ? 

Mr. Garrett. I do not, Senator. I could get it. 

Senator Keravuver. Will you get that for the committee? Will you 
also furnish the committee the copy of the SEC order dealing with the 
holding company’s system in which the Idaho Power Co. was involved ? 

Mr. Garrett. Yes, sir. 

Senator Kerauver. I have been informed it was not until 1952 that 
the order was finally effectuated fully. Is that correct? 

Mr. Garrett. 1952, I believe, is the date in which the final Bond 
& Share plan was submitted. Is that correct? 

Mr. Boone. Yes, sir. 

Mr. Garrerr. Well, this is dated July 7, 1953, and was finally con- 
summated, as expected, in early 1955. 

Mr. Cuumeris. Mr. Chairman, for the record, could we show that 
of the names on this list there are 19 which are represented by Ebasco? 

Mr. Buatr. You get many duplications. Certain companies get 
in more than one proceeding. 

Senator Keravuver. I think there are some duplications, that some 
companies received rapid tax writeoffs on different applications. I 
am informed that on the total list there were 96; that is, 96 companies 
as distinguished from the applications. 

Mr. Cuumeris. Nineteen of which were recommended by Ebasco? 

Senator Krerauver. Nineteen of which were represented by Ebasco. 

Mr. Buatr. Also, I believe he included in his account the instances 
in which the application for the certificate was denied. 

Mr. Cuumpnris. I just counted the list. 

Mr. Buatr. That includes both those approved and denied. 

Senator Kerauver. Mr. Garrett, do you have information offhand, 
or does Mr. Boone, as to the total number of companies listed by Ebas- 
co’s own records that they represented in one capacity or another. 
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Mr. Garrerr. The total number of clients for all purposes? 

Senator Keravuver. Yes. 

Mr. Garretr. We do not have that in the public records. 

Mr. Boonr. We do not have that, Senator, but I will be glad to 
furnish an exhibit showing all of the clients, of industrial and public 
utilities alike, of Ebasco. 

Senator Kerauver. We will be grateful if you will do that, Mr. 
Boone. I take it that your files would only relate to those companies 
which came within the jurisdiction of the SEC. Is that correct, 
Mr. Garrett ? 

Mr. Garretr. Well, I should explain that our record, as it now 
stands, our public record, and this I explained in our forwarding letter 
from our Acting Chairman, as a matter of fact, now consists of the 
applicant’s Bond & Share’s, affirmative case seeking to establish the 
right to an exemption, plus certain exhibits filed in response to our 
questions and requests as they arose on cross-examination; that we 
have not yet put in an affirmative case on behalf of the Division, so 
the state of our record is incomplete. 

Senator Kerauver. So, the listing which we have been talking 
about here this morning and which has now been submitted to Mr. 
Boone is not any material that is not taken from any information that 
you put in. It is all taken from information they have turned in? 

Mr. Garretr. That is correct. 

Senator Keravuver. It contains no adversary information; is that 
correct ? 

Mr. Garrett. I don’t understand the question. 

Senator Kerauver. I mean the list is not taken from any informa- 
tion that you have put in that would explain, or offset, or change in 
any way the information that they have put in? 

Mr. Garrett. It is taken from their exhibits, I believe, although 
Mr. Huson knows better than I do. They are exhibits they put in at 
their own instance. They may have been in response to our request. 

Senator Keravuver. I mean you have not put on any proof of yours 
in the case. 

Mr. Garretr. We have not. We have received information from 
them, and they have furnished a great deal of information in the 
process of an extended cross-examination. We have not put in an 
affirmative case. 

Senator Kerauver. I believe Mr. Boone will find Mr. Garrett has 
correctly transposed the information put in by Electric Bond & 
Share 

Mr. Boonr. I have great confidence in Mr. Garrett. 

Senator Krravuver. And Ebasco and that there are no errors of 
listing, but we will be very glad to have you check it with your clients. 

Mr. Boone. Senator, I misspoke myself when I said I would fur- 
nish a list of Ebasco’s clients. I will furnish a list of the public- 
utility clients, but, believe me, I won’t of our industrial clients. I 
am not going to give our competitors that source. That is what you 
are interested in, the public utilities. 

Senator Keravuver. I was only taking you up on your own offer. If 
you want to limit it to utility clients, that is all right with us. 
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Mr. Boone. I would like to, please. 

Senator Krravuver. All right, Mr. Garrett and gentlemen, I guess 
there is nothing more we want. 

Mr. Boonz. Senator, before we get too far removed, I assume Mr. 
Wyckoff’s exhibit, which he has already furnished, includes in that 
exhibit a number of public utilities that Ebasco hasn’t served and, if 
his present exhibit doesn’t include the number that Ebasco hasn’t 
served, he should supplement his exhibit to show it. 

Senator Kerauver. Mr. Boone, you apparently weren’t listening 
when I put the exhibit in the record. I said that this was all of the 
electric-utility applications which had been acted upon by ODM and 
that he has designated the ones that were handled by Ebasco. 

Mr. Boonz. Mr. Scaff says I am wrong, and I am sorry. 

Senator Kerauver. All right. 

Mr. Dixon, did you have any questions to ask Mr. Garrett? 

Mr. Dixon. Not Mr. Garrett, but Mr. Scaff, please, sir. 

Mr. Garrett. Before we move on to another phase, I came prepared 
with a letter from our acting chairman, but I take it that this matter 
will not be put formally in the record until later; is that correct, and 
that will be the appropriate time. 

Senator Keravuver. Yes; when we hear from Mr. Boone. 

Mr. Garrett. We will await your call then. 

Senator Keravver. Then it will be put in the record. 

Thank you very much for your cooperation and for giving us this 
information. 

Now we have Mr. English. If you will move up this way, I think 
that we can hear you a little better. 


STATEMENT OF GEORGE H. ENGLISH, COORDINATOR OF DEFENSE 
ELECTRIC POWER, DEPARTMENT OF THE INTERIOR 


Senator Kerauver. Mr. English, you are the ne officer in 
1 


Interior in handling rapid tax writeoffs and particularly t 
ages for rapid tax writeoff purposes to utilities? 

Mr. Eneuisu. That is correct, Senator. I make the recommenda- 
tions. Idon’t certify. I calculate the percentage. 

Senator Kerauver. You calculate the percentages ? 

Mr. Eneuisu. That is right. 

Senator Kerauver. I have here a table which I hand you. It is 
the original. It shows the private electric utility company certifi- 
cates of necessity for rapid tax amortization, the distribution of per- 
centages certified during this period of 1955 to 1957, taken from your 
records or from the records of ODM showing first the total, then show- 
ing Ebasco companies and non-Ebasco companies. Do you under- 
stand the table, Mr. English ? 

Mr. Enautsu. Yes, I do, Senator. 

Senator Keravuver. This was taken from your records from the 
approved certificates of ODM. Are you familiar with this, Mr. 
English ? 


e percent- 
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Mr. Enattsu. I assume these figures are correct, Senator. 

Senator Keravver. Yes, sir. They show that of the total 98 com- 
panies, 41 got 65 percent amortization. This means 42 percent of the 
companies represented by Ebasco received 65 percent of the highest 
possible amortization. It shows that of the Ebasco companies, 77 
percent of the companies got 65 percent amortization as against 31 
percent of the non-Ebasco companies. 
tion, Mr. English ? 

Mr. Cuvumeris. That is just 65 percent. 

Why did the Ebasco companies get a larger percentage of amortiza- 

Mr. Enerisn. It was all based on the capabilities and the application 
as submitted and they developed that much percentage in calculation. 
That is the reason they got 65 percent. It was an overdevelopment per- 
centage that was afforded to all utilities under a standard calculation 
and the calculations brought their percentage up 65 percent. 

Senator Keravuver. Let this exhibit be put in the record. It speaks 
for itself. 

(The exhibit is as follows :) 


Private electric utility companies, certificates of necessity for rapid tax amortiza- 
tion, distribution of percentages certified 1955-57, number of facilities certified 























Total | Ebasco companies | Non-Ebasco companies 
Percent is : Mies ‘a fons Sis 
| Number Percent | Number Percent Number Percent 
aes oe —|—— = - | a 
a cieatcweacay on 1 | 1 | 0 0 1 1 
Rha t de wihlih ob Cd ndehhaicn nae | 26 | 27 | 0 0 | 26 34 
3 3 1 5 | 2 3 
5 5 1 5 | 4 5 
ea | 5 5 0 0 | 5 7 
55_. 19 9 0 0 19 12 
60_. 8 | 8 23 13 5 7 
65... 141 | 42 | 217 | 77 | 1 24 31 
| | 
TR ch icewdadsersesee 198 100 | 222 100 176 100 








11 TA showed 2 rates. 
2 Includes Idaho Power, Oxbow and Brownlee. 


Source: Compiled from information supplied by ODM. 


Senator Keravuver. Now, Mr. English, we have broken it down by 
States where Ebasco represented some electric utilities, and also in 
the same States where there was a utility not represented by Ebasco. 

This will be made a part of the record. 

(The document is as follows :) 
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Comparison of percentages certified for rapid tax amortization, 1955-57 Ebasco 
companies versus non-Hbasco companies by States 





i] 
Ebasco | 


Non-Ebasco 
companies 


companies 


State and company State and company | 

| Tax Per- Tax Per- 
amorti- | centage amorti- | centage 
zation | certified | zation | certified 

No. | No. | 





FLORIDA FLORIDA 
Florida Power & Light Co-_-_.- ¢ || Florida Power Corp 


KANSAS | KANSAS 


Kansas Gas & Electric Co..-- Western Light & Telephone 
0. 





LOUISIANA LOUISIANA 


Louisiana Power & Lighr Co-_- Central Louisiana Electric 26833 
Co., Inc. 30714 


MISSOURI MISSOURI 


The Empire District Electric 98 | || Missouri Public Service Co..-- 
Co. | | {| Union Electric Co 

Kansas City Power & Light 29723 
Co. 








OREGON | OREGON 








Pacific Power & Light Co-.-.-.-| 30382 | | California-Oregon Power Co- | 31080 | 

30383 

| 31060 

30295 | 

| 30294 

PENNSYLVANIA | PENNSYLVANIA 
| 


Portland General Electric Co. 





Pennsylvania Power & Light 


26711 | 5 || Pennsylvania Power Co__.._--! 30484 
Co. | 


| Western Penn Power Co_..---} 30331 | 3! 
| 31116 55 
|| Philadelphia Electric C 30127 Denied 


| | 30816 | Denied 
TEXAS } TEXAS 


Dallas Power & Light Co-__- 29507 \ Central Power & Li ght Co 30230 
Texas Electric Service Co 26 72 85 || Houston Lighting & Power 29535 

30151 35 Co. 30789 
Texas Power & Light Co 29690 | 05 


Source: Compiled from data furnished by ODM; companies grouped by State of home office 
by Federal Power Commission. 

Senator Keravver. I will ask you to examine this. 

Just as an example here, take Missouri. Of the Ebasco companies, 
Empire District Electric Co. had a 60 percent percentage of write- 
offs, Kansas City Power & Light, 65. Of the non-Ebasco companies, 

Missouri Public Service got 35 and Union Electric got 35, both of 
which are minimum. Some of the non-Ebasco companies got higher 
amounts. Take Texas over here at the end. Four Ebasco applica- 
tions got 65 percent; 1 non-Ebasco application got 55, another got 
55 and another got 35. They are taken in the same State. How do 
you explain that, Mr. E nglish ? 

Mr. Enciisu. The State or the company has no bearing on the 
percentage applied to the project. It is all figured on overdevelop- 
ment and the calculations are run through and the company itself, as 
far as name or who represents them, has no bearing on the appli- 
cation. 
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Senator Kerauver. Well, just tell us again how it is you figure 
these, whether it is going to be 30 ercent, 35 percent, or whether it 
is going to be 65 percent. You told us the other day, but I didn’t 
follow you very well. 

Mr. Eneuisu. That relation is the base percentage of 35 percent. 
That applies where the capacity is sufficient to take care of the econ- 
omy and normal defense loads that are imposed on the company over 
and above what the normal load growth would be. 

Senator Kerauver. Well, you start with the normal load growth, 
if it is just normal. You start with 30 percent, is that right, or 35? 

Mr. EneouisH. That is the capacity that is over and above the re- 
quirements for their normal trend. 

Senator Keravuver, Is that true of Idaho Power, which got 65 per- 
cent ¢ 

Mr. EncuisH. That is true of all of them. They are all calculated 
on the same basis. 

Senator Keravuver. Well, there is some testimony that Idaho Power 
was not doing much more than just meeting its normal requirements. 
Just how did you figure? Can you give us some figures to show 
hypothetically, at least, how you figured these, Mr. E nglish 2 

Mr. Enouisu. Well, Senator, I think you have the copy of my 
calculations as a part’ of the record, and I think those calculations 
will indicate how it was figured. 

Senator Krerauver. We have a hard time understanding them. Can 
you tell us in plain language? If you find normal « capacity, you 
give it 35 percent percentage. Then how do you get into the steps 
above 35 percent? 

Mr. Eneuisn. That is capacity that is over and beyond what their 
normal requirements will be. 

Senator Krrauver. What was that about 10 percent for 3 years? 

Mr. Eneuisn. Well, it isa maximum of 3 years and a maximum per- 
cent is 10 percent a year. 

Senator Kerauver. A maximum percent above normal demands of 
each year for 3 years; is that it? 

Mr. Eneuisu. That is the maximum time and that is the maximum 
percentage. 

Senator Keravver. So the maximum anyone can get is 65 percent ? 

Mr. Eneutsu. That is right. 

Senator Keravuver. Well, now, you gave somebody a 75 percent. 

Mr. Enouisu. That was in the early stages. That was a special case 
that I had nothing to do with. 

Senator Kerauver. Well, each one of these are special or particular 

vases, aren’t they, Mr. English? 

Mr. Eneuisu. That was calculated on a special formula. That was 
before I came with the Department of the Interior. 

Senator Kerauver. Well, Mr. English, the technical way of present- 
ing these, that is, presenting them in a favorable technical way, does 
that have any bearing upon the decision you reach 

Mr. Encuisn. No. It is all based on actual figures that are sub- 
mitted by the companies as to their loads and capabilities. 

Senator Keravuver. Well, the company might submit it one way and 
get more and another way and get less. Is that true? 
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Mr. Enotisu. No; they are all checked and reviewed for the accu- 

es of the figures. 
enator Kerauver. By whom, Mr. English? 

Mr. Eneuisu. I do. 

Senator Kerauver. Well, I mean you check against the company’s 
one figures ; you don’t go out and make independent investigations; 

0 you? 

Mr. Encouisu. We don’t make independent investigations, but we 
review the original submission which has to correspond with figures 
that were given to the Federal Power Commission and they are brought 
forward as to their accuracy, and so forth. 

Senator Keravuver. But you don’t go behind the actual] figures that 
have been submitted by the company or by its representative ¢ 

Mr. Eneuisu. We don’t heck them; no, sir. We don’t go to the 
field and check them, 

Senator Krerauver. You don’t have any means of checking them? 

Mr. Encuisu. No, only against the Federal Power Commission 
reports, 

Senator Kerauver. Well, did Ebasco know how to get the figures 
up in such a way as to present a more favorable case than some of these 
other companies or is that possible, or just how is it that in the same 
States Ebasco companies got more than non-Ebasco companies ! 

Mr. Eneuisu. That would be due to the capacity that was installed 
by the individual company. 

Senator Kerauver. Did you ever check to see whether it actually 
was installed or whether the figures were lived up to afterward? 

Mr. Eneutsu. The projects are all scheduled. They make a state- 
ment which is certified to ODM that the capacity is going in as of a 
certain date. 

Senator Kerauver. That is the company’s own statement, but what 
I mean is do you check later to see whether the company’s statement 
is lived up to? 

Mr. Eneuisu. We do not check the date that it goes in service; no, 
sir. We check the date that the statement is made, as to when it will 
go inservice. We do not follow to see that it goes in service. 

Senator Kerauver. Well, what if it doesn’t go into service? What 
if it doesn’t go into service generating as much electricity as they 
represented? Do you have any way of checking that? 

Mr. Enouisu. Well, there is a sworn statement that that capacity 
is going in and their sworn statement is accepted as such. 

Senator Keravuver. But some unforeseen circumstance might arise, 
might it not, that would change it ? 

{r. Eneuisu. Well, I assume that they would amend their applica- 
tion a bit. It would disqualify it if they changed it in any way. 

Senator Kerauver. Mr. Scaff, can you throw any light on this 
matter we are discussing ? 

Mr. Scarr. As to why these companies received larger percentages 
of certification ? 

Senator Kerauver. Well, first the larger percentage got approved, 
I believe, of Ebasco companies and larger percentages generally got 
higher ratings percentagewise; 22 out of 24 of your applications got 
approved during this particular time. 
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Mr. Scarr. No; I cannot throw any light on it. I presume that 
work was done by the Federal agency that was charged with that re- 
sponsibility and it was their function to issue the certificates and the 
percentages that they deemed necessary under the circumstances and 
that would be the only comment that I would have to make. 

Mr. Cuumeris. Mr. Chairman, may I raise a point of order? I 
believe that in view of Senator Wiley’s objection to further continu- 
ance of the session and the 12 o’clock bell has rung, I am wondering 
whether we are in order to sit this afternoon. 


Mr. Bouton-Smirn. May I point out that was not the point that 
Senator Wiley raised? 


Senator Kerauver. I was trying to get through with the witnesses 
here. 

Mr. Cuumprnris. I wanted the record to show he made an objection. 

Senator Kerauver. Do you want to raise it? 

Mr. Cuumepris. I am not authorized to raise it on his behalf. I 
wanted the record to show it so there won’t be any dereliction of duty 
on my part if there is a question. 

Senator Krrauver. Well, I have no desire if anybody wants to raise 
it on behalf of anybody to recess. I have no objection to doing so. 

Mr. Cuumpris. Mr. Chairman, you are the chairman; you can rule 
on the point of order that I raised. I am just putting it in for the 
record. 

Senator Kerauver. Mr. English, these have been made exhibits and 
I would be happy if you would check over them and see if you find 
any inaccuracies in them. If so, inform the committee of any infor- 
mation you do find which you think throws any light on it. This is 
a little difficult to understand and these things do involve a tremen- 
dous amount of money, the difference between 35 percent and the 65 
percent, which is a very large amount of money. Will you examine 
some of them that have been filed by Ebasco and some that have been 
filed where Ebasco was representative and some that were not and 
see if there is any difference in the way of presentation that might 
account for these differences ? 

Mr. Eneuisu. Senator, may I ask for a list of the companies that 
Ebasco represents? I do not have that. I do not know who they 
represent. 

Senator Keravuver. That has been made a part of the record and we 
will furnish you with a copy. 

Well, you knew Mr. McDonald and these gentlemen that came to 
see you "about them; didn’t you? 

Mr. Enerisu. Ebasco did not come to see me about all of the tax cer- 
tificates. They have made visits to my office on occasion, like maybe 
on some specific job, but they did not visit me in relation to tax cer- 
tificates for all of the companies they represented. 

Senator Kerauver. Well, they did for some of them. 

Mr. Eneuisu. Oh, some special occasion they might come and ask 
me, but ordinarily they didn’t contact me on tax certificates. Their 
contact was with ODM and not me. 

Senator Kerauver. Well, now on two of these that were turned 
down, did you make special pleas to grant them, Mr. English ? 

Mr. Enetisu. Which two are you speaking of, Senator ? 

Senator Krrauver. Western Massachusetts and Gulf States. They 
got turned down because of not being in a dispersed area. That was 
94133—57—pt. 2 14 
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one of them and one of them tried to change the location down in 
Louisiana. Did you make a special plea in connection with trying 
to get them approved ? 

Mr. Eneuisu. I did not. Western Massachusetts was turned down 
for dispersion reasons, disqualified in the Department of Defense. 
The Gulf States I recommended against certification. 

Senator Keravver. Well, the Massachusetts one, did you make a 
special plea to the Secretary of Defense or somebody in the Defense 
Department in connection with that one? 

Mr. Eneouisn. I did not. I think the company did, but I didn’t. 

Senator Kerauver. Well, Mr. English, in connection with this 
Massachusetts Electric Co., we find that you approved it for 45 per- 
cent, and then the Assistant Secretary of Defense turned it down. 
The Office of the Secretary of Defense turned it down on the grounds 
that it was in a target area; rather, recommended to Mr. W yckoff that 
it be turned down, and then we find that the Assistant Secretary of 
Defense writes you a letter which indicates that you had taken the 
matter up with him directly, going over the heads of Mr. Wyckoff and 
others. 

Mr. Enoiisu. We didn’t go over the head of Mr. Wyckoff. 

Senator Krravuver. Will you examine this letter and see what in- 
terpretation you place on it? 

Mr. Eneuisu. That letter is from Mr. Grimm, of the Power Supply 
Division of the Department of Defense. 

Senator Kerauver. Mr. Chumbris, you read it and see what. it says. 
Mr. Cuuments. It is written by George A. Grimm, Chief, Utilities 
Division, Office of Assistant Secretary of Defense, to Mr. George 
English, Coordinator of Defense Electric Power, Department of the 

Interior, dated January 16, 1955. 

DEAR Mr. Enatisn: We have examined the matter of the request of the West- 
ern Massachusetts Electric Co. for a necessity certificate covering installation 
of 100,000-kilowatt unit at West Springfield, Mass. 

After consideration of the factors involved, among them the fact that 60 
percent of the applicant’s principal industrial customers have established alloca- 
tions on a production allocation plan and considering also the extra length of 
time which would be involved in locating a generating unit at another site, and 
having in mind the need for power expansion in the area, we concur fully in 
your recommendation that exemption from dispersal criteria should be granted 
in this instance. 

Sincerely yours, 
GEORGE A. GRIMM, 
Chief, U tilitie 8 Division. 

Senator Kerauver. That was 6 months after it had been turned 
down. Can you tell us what happened in that case, Mr. English? 

Mr. Enouisn. The company appealed the decision of ODM in 
denying their project on dispersion, and they came in, and I went with 
them to the Department of Defense, and they analyzed their situation 
in Mr. Grimm’s office, and as a result of that he wrote me the letter, 
which had no bearing as far as ODM was concerned on a waiver for 
dispersal. 

Senator Kerauver. I didn’t think dispersal was a matter that you 
handled. 

Mr. Enatisu. I don’t. 

Senator Keravver. I didn’t understand why the letter was ad- 
dressed to you instead of Mr. Wyckoff. 
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Mr. Enetisu. It was merely a letter from Mr. Grimm to me that he 
felt that the company was entitled to an exemption. It was merely 
his personal views. 

Senator Kerauver. Well, this was an Ebasco Services company, 
and it is the only instance where we found that you have gotten into 
the dispersal matter, and I just wondered what the circumstances of 
it were. 

Mr. Enoutsu. It was not a question of getting into a dispersal mat- 
ter. It was just a matter of courtesy to a company representative. I 
went to the Department of Defense with the company representative. 
If I recall I think the Ebasco representative accompanied us there. 
They wanted the decision reviewed as to why it was turned down and 
the statement made as to the need of it from the Department. 


Senator Kerauver. What is this appeal procedure you are talking 
about, appeal to whom ? 


Mr. EnuisH. ODM. 

Senator Kerauver. Well, I thought all you did was just verify the 
amount and then that was the end of it as far as you were concerned ? 

Mr. EnewisH. That is. I have no authority in my recommendation 
for the dispersal requirement being reconsidered. I have no authority 
to do that, or I have never recommended it. 

Senator Kerravuver. It says here: 


We concur fully in your recommendation that exception from dispersal criteria 
should be granted in this instance. 


Mr. Eneuisu. I think that is a wording of a personal letter. I have 
no authority. 

Senator Kerauver. Well, did you make a recommendation that it 
would be dispensed with in this case? 

Mr. EneuisH. I made no recommendation to ODM whatsoever, no. 

Senator Kerauver. Well, Mr. English, we have here a letter of 
January 26, 1956, to Mr. Wyckoff from you, or a memorandum. Will 
you read it and then see if you have an explanation to make of it. 

Mr. Cuumepris. I might point out that this is a year later than this 
letter here. 

Senator Krrauver. Yes, that is a year later. 

Well, the first two paragraphs, I think, are the pertinent part, and 
we will put the whole letter in the record. 

Mr. Eneuisn. I think so. That is part of the appeal. It is again a 
recommendation that the capacity was required in that area to meet 
defense purposes. 

Senator Kerauver. Mr. Chumbris, will you read the first two para- 
graphs of the letter ? 

(The letter follows :) 

DEPARTMENT OF THE INTERIOR, 
OFFICE OF THE SECRETARY, 
Washington, D.C., January 24, 1956. 
MEMORANDUM 
To: Mr. J. B. Wyckoff, Finance Division, Office of Defense Mobilization. 
From: George H. English. 


Subject: Request for reconsideration of denial by Western Massachusetts Elec- 
trie Co., third unit, West Springfield plant—TA-29800. 


On the basis of the original application, the Department of Interior recom- 
mended the application affirmatively. Under the power expansion goal there is 





826 RAPID AMORTIZATION IN REGULATED INDUSTRIES 


a need for the expansion contemplated by this company. In addition to adding 
to the power supply in the applicant’s system, this unit will afford a substantial 
contribution to the power supply in the New England region through estab- 
lished interconnections. 

Although the Department of Interior does not have cognizance over the indus- 
trial dispersion policy, it does act as the delegate agency for the power industry 
and is of the opinion that the need for this power expansion in the Springfield 
area is of great importance. In this case the Department of Interior requests 
that an exception be made to the industrial dispersion requirements. 

This matter was discussed between representatives of the applicant, Depart- 
ment of Defense, and Department of Interior, at a meeting arranged by the 
Department of Defense. 

A list of the applicant’s principal industrial customers was checked by the 
Department of Defense and discloses that 60 percent have established production 
allocations under the preduction allocation plan. 

By adding a unit to an existing plant, generation will be available in 1957. 
Development of a new site would require a year or more greater time and reduce 
the margin of reserve below the accepted percentage deemed necessary to meet 
the expanding defense program. 

Please note the attached letter from Mr. George A. Grimm, Chief of the Utili- 
ties Division, Department of Defense. 


OFFICE OF THE SECRETARY OF DEFENSE, 
Washington, D. C., August 2, 1955. 
Mr. J. B. WYokorr, 
Chief Certification Branch, Finance Division, 
Office of Defense Mobilization, 
Ba Washington 25, D. C. 

Dear Mr. Wyckorr: This is in response to your undated letter requesting De- 
partment of Defense comments concerning the proposed site for the construction 
of an addition to the Western Massachusetts Dlectric Co.’s electric power gen- 
erating station, located in West Springfield, Mass. (TA-—29800). 

The proposed site is in an area classified “highly vulnerable” on the basis of 
a concentration of key industrial facilities within the immediate vicinity. In 
analyzing the surrounding territory out to a distance of 10 miles from the pro- 
posed site, we find that there are important industrial complexes which en- 
hance the attractiveness of the area as a bomb target. Further, there is a 
major military installation within 7 miles of the proposed site. 

It is our opinion that the proposed site of the addition fails to meet the ob- 
jective of dispersion with respect to proximity of key industrial facilities and/or 
major military installations. 

Sincerely yours, 
R. L. APPLEGATE, 
Director, Industrial Security Division, 
Office of Domestic Security Programs. 


OFFICE OF THE ASSISTANT SECRETARY OF DEFENSE, 
Washington, D. C., January 16, 1955. 
Mr. GreorcE H. ENGLIsH, 
Coordinator of Defense Electric Power, 
Department of the Interior. 

Dear Mr. ENGLISH: We have examined the matter of the request of the West- 
ern Massachusetts Electric Co. for a necessity certificate covering installation 
of 100,000 kilowatt unit at West Springfield, Mass. 

After consideration of the factors involved, among them the fact that 60 percent 
of the applicant’s principal industrial customers have established allocations 
on a production allocation plan and considering also the extra length of time 
which would be involved in locating a generating unit at another site, and 
having in mind the need for power expansion in the area, we concur fully in 
your recommendation that exemption from dispersal criteria should be granted 
in this instance. 

Sincerely yours, 
GrorGE A. GRIMM, 
Chief, Utilities Division. 
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Senator Kerauver. Well, Mr. English, is that the only time you 
ever made such a recommendation ? 

Mr. Eneuisu. That is the only time I recall, and that was at the 
request for a reconsideration of denial. 

Mr. Cuumpris. Which is 1 year later than the original letter, Mr. 
Chairman. 

Senator Krerauver. Well, there was an original denial and the mat- 
ter was taken over to the Office of the Secretary of Defense, and you 
went over there with a representative of the company, and then later 
on you wrote Mr. Wyckott a letter saying that the dispersal provision 
should be excepted in this case. 

Mr. Eneuisu. If a company has a denial and they appeal and go 
back to ODM, a copy of the appeal comes back to me for any further 
recommendation that I might make. 

Senator Krerauver. But the thing is, I thought you limited your 
recommendations to the figuring of percentages and whether the goal 
was open. Here we find you are going in this case into the matter of 
dispersal. 

Mr. Enauisu. I don’t think so, Senator. It is not a matter of dis- 
persal, That case was referred back to me again for an opinion, and 
i passed an opinion as to what my thinking was as to what the essen- 
tiality of the capacity was in the area and so forth. 

Senator Kerauver. Mr. English, will you examine these records 
and see if you want to make any further explanation of it? They 
are taken from the records of ODM and from your office. That is 
1 of the 2 cases where Ebasco didn’t succeed, and it is the only 
case I found where you went into the matter of dispersal. 

Mr. Eneuisu. That is probably right, Senator. I agree with you 
there. As far as I know, it is the only case where the company came 
to my office and asked me if I would accompany them over to the 
Department of Defense. 

Senator Kerauver. Did you take Mr. Wyckoff with you? 

Mr. Eneuisu. I did not; no, sir. 

Senator Kerauver. Was anybody from Ebasco with you? 

Mr. Eneuisu. If I recall, I think one of the Ebasco representatives 
was with the company when they came to my office. 

Senator Keravver. Who was that, Mr. English ? 

Mr. Eneuisu. It was—I don’t recall the names—one of the officials 
of the Western Massachusetts Co. 

Senator Krerauver. Well, did they ask you to go along but they 
didn’t ask Mr. Wyckoff ? 

Mr. Eneuisu. Sir, I don’t know why they didn’t ask Mr. Wyckoff. 
They may have asked him. I don’t know. 

Senator Kerauver. But anyway this wasn’t your responsibility, was 
it, Mr. English ? 

Mr. Enauisu. Well, I think you show people the courtesy of your 
office as a public servant and I was at least showing the courtesy of 
consideration that was due them from my office when I accompanied 
them. 

Senator Kerauver. You were doing more than just showing them 
a courtesy. You were making an official request that the dispersal 
requirement be waived ? 
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Mr. Eneuisn. Not at the time of the visit, sir. That was after the 
appeal to ODM was referred back to me for an opinion on the case. 
The letter is my opinion on the case. 

Senator Kerrauver. Was it referred to you for an opinion on 
dispersal ? 

Mr. Enouisu. It was referred to me for consideration of denial. 

Senator Kerauver. Are there any questions, Mr. Chumbris? 

Mr. Cuumertis. No; I have no further questions. 

Senator Kerauver. Mr. Dixon. 

Mr. Drxon. Not of Mr. English. I would like to ask some of Mr. 
Scaff and Mr. Boone. 

Mr. Scarr. Senator, one point you referred to or asked the question 
of Mr. English as to whether it was the Ebasco techniques and so forth 
in the preparation of these that was instrumental in helping to get 
these large percentages. I would like to state that Ebasco assisted in 
the preparation of just three of these certificates. Those three were 
on Carolina, Louisiana, and Mississippi Power & Light. They re- 
viewed applications on Louisiana Power & Light, Mississippi Power & 
Light, Pennsylvania Power & Light, and Texas Power & Light out 
of the 19 companies that are referred to in the subpena that was 
served on me. I think that is significant information I would like 
to add. 

Senator Keravuver. Well, the information we have as to your par- 
ticipation comes from Mr. Wyckoff largely. I understand now that 
in the getting up of the original application in these cases you were 
there consulting and helping, is that it ? 

Mr. Scarr. We were there for what? 

Senator Keravuver. In getting up the original application in these 
three cases you helped them in the preparation of the original appli- 
cation. 

Mr. Scarr. That is right; yes, sir. We were requested by our 
clients to assist in the preparation. 

Senator Kerauver. Where did you come into the others, Mr. Scaff? 

Mr. Scarr. On the other four companies I referred to? 

Senator Keravuver. I mean these other 15 or 16, whatever they 
are. 

Mr. Scarr. As I understand it, merely the filing of the applica- 
tions in Washington. 

Senator Kreravver. And then after filing them you would follow 
up and keep in touch with them about the matter, is that. it? 

Mr. Scarr. That would have to be answered by our office in Wash- 
ington to determine that. What I am referring to are the techniques 
of Ebasco in the preparation of these, and I wanted to make clear for 
the record how many we actually participated in. 

Senator Keravuver. Do you know anything about this Massachusetts 
case that we have been talking about, Mr. Scaff? 

Mr. Scarr. No, sir, not in the least. 

Senator Krrauver. Can you remember, Mr. English, who it was at 
Ebasco that went over with you to see the Assistant Secretary of 
Defense ? 

Mr. Enatisn. I would say it was Mr. McDonald, because, as far as 
I know, he handles most of the Ebasco cases from Washington. 





wm 
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Senator Krrauver. Mr. Scaff, you didn’t list Idaho as one in which 
you advised in connection with the application. If I remember the 
testimony we have it is that some of the amendments to the applica- 
tion were handled or Ebasco advised in connection with the amend- 
ments. 

Mr. Scarr. That was done by our Washington office, and they would 
have to speak for that, but as I understand it, those amendments were 
sent from Idaho to Washington and asked that they be filed, and 
that was their participation. 

Senator Keravuver. That is part of your operation just the same, 
isn’t it? 

Mr. Scarr. Yes, but it isn’t part of our techniques in the prepara- 
tion of the certificates. 

Senator Krrauver. You mean you were listing only those that your 
New York office advised with in the preparation of and you don’t list 
the ones that were in the Washington office ? 

Mr. Scarr. I am talking about the preparation and not the advice. 

Senator Kerauver. What is the difference in preparation and 
advice ? 

Mr. Scarr. Well, my distinction is that you seem to include in advice 
the filing of these documents. I am talking about our participation 
in this work at the request of a client, helping them in the preparation 
of it and reviewing of the document. Now, that is our service. Then 
after that these documents are filed with the W ashington agency. 

Senator Kerauver. So when 3 or 4 that you talked about were pre- 
pared, you don’t include the ones that Ebasco filed and then perhaps 
worked on some amendment later on ? 

Mr. Scarr. No, sir. 

Senator Keravuver. All right. 

Senator Bolton-Smith, do you have any questions you want to ask? 

Mr. Bouron-Smiru. No, thank you, Mr. Chairman. 

Senator Keravuver. We had a good many more questions to ask Mr. 
Scaff about acquisitions of certificates for certain utility companies 
that Ebasco did work for. Mr. Scaff had rather go on this afternoon, 
if we can get permission. 

Mr. Scarr. It is immaterial to me, sir. 

Senator Krravver. Well, suppose we stand in recess until 2: 30, and 
we will see if we can get permission, and we can advise the other 
Senators to be here. Our me eting this afternoon will be in room 457 
instead of in this room. 

Mr. Boone. May I ask you one question on the subpena? Mr. 
Scaff brought down some papers, and in fact, there were quite a few 
papers. Now, as I understand, the subpena is limited to the timing. 
The period element involved is what you asked Mr. English this morn- 
ing, from May 3, 1955, on, that you are interested in. 

Mr. Drxon. We are interested in all of the records on this repre- 
sentation for these companies, and the general studies on this, as the 
subpena recites. It is quite plain, I think, sir. 

Mr. Boone. It might be to you, Mr. Dixon. I am accepting your 
statement, but now on these papers, Senator, we have produced papers 
and they are a part of our files. They are working files. We would 
like to have permission to sit down with committee counsel, say some- 
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time next week, and do as we have done in other committee hearings, 
go over them and let the committee say, “I want to take a photostat 
of this,” and we will either furnish the photostat or they can furnish it. 

Senator Keravuver. I think that isa very good way to handle it, Mr. 
Boone. Suppose during the recess here today that you and Mr. Scaff 
go over with counsel and minority counsel the records you have brought 
and see if you have brought what they want and what they asked for, 
and then we would be very happy to have you go over the exhibits 
so that photostats can be made of the ones that we want. 

Mr. hice: You know we were served with the subpena yesterday, 
which was pretty short notice, but we think we are going to do a pretty 
good job for you. 

Senator Keravuver. We appreciate your cooperation. During the 
recess if you will go over the exhibits with counsel we will appre- 
ciate it. 

We will stand in recess until 2: 30 subject to getting permission to 
sit this afternoon. 

Mr. Eneuisu. Will you require my presence this afternoon? 

Senator Kerauver. I don’t believe so this afternoon, Mr. English, 
unless you find something in this matter that you want to give further 
explanation of. 

Mr. Eneuisu. I will have to check this. These are ODM reports. 
I will have to check with them. I have no way to check them against 
our files. 

Senator Kerauver. You check them and let us know. 

We will recess now. 

(Whereupon, at 12:35 p. m., the subcommittee recessed to reconvene 
at the call of the chairman.) 
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TUESDAY, JULY 2, 1957 


Untrep States SENATE, 
SuscomMMITTEE ON ANTITRUST AND Monopo.y 
OF THE COMMITTEE ON THE J UDICIARY, 
Washington, D.C. 

The subcommittee met, pursuant to recess, at 10:10 a. m., in room 
315, Senate Office Building, Senator Estes Kefauver presiding. 

Present: Senators Kefauver (presiding) and O’Mahoney. 

Also present: Paul Rand Dixon, counsel and staff director; Dr. 
John M. Blair, chief economist; Philip Layton and George Clifford, 
attorneys; Ray Cole, investigator; Peter Chumbris, counsel for the 
minority; Carlile Bolton-Smith, counsel for Senator Wiley. 

Senator Kerauver. The committee will come to order. 

Mr. Scaff and Mr. Boone, we appreciate your coming back down 
from New York. We are sorry we could not get through the other 
day. 

When we left the other day, Mr. Boone, we gave you a list which 
was taken by Mr. Garrett, the head of the Division of Corporate 
Regulation of the SEC, from the public record you had made of the 
companies that Ebasco had done some work for as of the time given 
on the list. The names of the companies were put in the record. 

We asked you to take the statistical information which had been 
furnished by Mr. Garrett and check it over with your client, Ebasco, 
and see if you had any exceptions to any companies on the list. 


STATEMENT OF H. H. SCAFF, VICE PRESIDENT, EBASCO SERVICES, 
INC.; ACCOMPANIED BY JAMES E. BOONE, COUNSEL 


Mr. Boone. Senator, we took that exhibit, and we compared it with 
the data assembled by the SEC staff relating to the SEC exhibit 
which Mr. Garrett kindly handed to us. And you will recall we were 
asked to look at the services listed . 

Now, those services were available as shown, and the billings for 
the services which were rendered appear to be accurate. There is one 
exception which I call Mr. Garrett's attention to. I notice he is here 
this morning. I think, Mr. Garrett, there is, maybe, a transposition of 
figures there in the Carolina figure, but it does not change—you can 
do whatever you care about that. 

Senator O’Manoney. May I interrupt, off the record? 

(Discussion off the record.) 
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Senator Kerauver. Well, Mr. Boone 

Mr. Boone. I had not completed that statement, Senator Kefauver. 

Senator Keravver. All right. 

Mr. Boonr. Now, we do call attention to the fact—and I know Mr. 
Garrett would agree with me—that—well, I do not like to put words 
in Mr. Garrett’s mouth. I just call attention to the fact that 87 percent 
of these billings were for engineering and construction service ren- 
dered in helping the clients carry forward major construction pro- 
grams to meet rapidly expanding needs for electric power. 

Now, as to the exhibit itself, Senator, I take it 

Senator Kerauver. Mr. Boone, the amount that is listed for engi- 
neering and construction services is separated from the consulting and 
other technical services on the list. 

Mr. Boonz. That is correct, Senator. I do not want to draw any 
unfair inference whatever. Now, on the exhibit itself, I think I said 
all I need to say about the SEC hearings, and I made my position—I 
tried to the other day—clear. And I have nothing more to say as to 
whether this is proper to go in at this time. But I have made my ob- 
servations, Senator, on this exhibit. 

Senator Kerauver. As I understand it, you do find that this is an 
accurate transposition of the information you have given in the public 
record to the SEC ? 

Mr. Boonr. Senator, with what I said—and they are very minor— 
yes. 

Senator Keravuver. All right. This will be—— 

Mr. Boong. Do you w ant me to go into the other things you asked 
me for? 

Senator Keravuver. No; I want to make this a part of the record, 
with your explanation about it. 

(The document referred to may be found in the Appendix on p. 
1127). 

Senator Keravver. Allright. Anything else, Mr. Boone? 

Mr. Boone. Yes. You will recall, Senator, that I promised to make 
available to the committee the Bond & Share plan, the orders of the 
Commission, and the orders of the district court, sir. 

Senator Kerauver. Yes. All right. 

What would be the best order to put in the record the other things 
that we asked you for, Mr. Boone? 

Mr. Boone. I think if Mr. at will just follow them right down 
there he will see just briefly. Or I am willing to say my self if you 
want me to. 

Senator Keravuver. The final comprehensive plan of Electric Bond 
& Share Co.; the findings and opinion of the Commission approving 
the plan under section 11 (e). Is that correct ? 

Mr. Boone. Yes. 

Senator Krravver. And the order of the United States District 
Court for the Southern District of New York in the matter of Electric 
Bond & Share, civil action 

Mr. Boone. I suggest Mr. Dixon check that date because there are 
two orders. 








RAPID AMORTIZATION IN REGULATED INDUSTRIES 833 

Senator Keravver. The 7th of July 1953. 

Mr. Boone. Yes, sir. 

Senator Kerauver. Then the supplemental opinion approving clar- 
ifying amendments to — plan by the Securities and Exe hange Com- 
mission dated July 15, 1953. Order approving amended plan filed 
under section 11 (e) of the act. Order of the Securities and Exchange 
: annie dated July 15, 1953. Order approving plan filed under 

1 (e) of the act by the Securities and Exchange Commission Febru- 
ee 20,1953. And then United States District Court for the Southern 
District of New York, civil action 83—49, order approving and enforec- 


ing plan. The order is dated 1953. It does not show the rest of the 
date. 


Mr. Boone. Yes, that is the list. 

Senator Keravver. All right. 
record. 

(The documents referred to may be found in the Appendix on p. 
1132.) 

Mr. Boone. You asked me for one other paper, Senator. 

Senator Keravuver. All right, Mr. Boone. 

Mr. Boone. You asked me and I agreed to furnish 

Senator Kerauver. You were first going to furnish a list of all your 
clients. Then you said you would furnish the names of your electric- 
utility clients. 

Mr. Boone. That is right. I changed my mind on the entire list. 

Senator Krrauver. Vi ery well. 

Mr. Boone. But I do have here a list of the clients during the year 
1956, and it shows that we did render services to 388 clients, and 
then we list the 68 which were electric companies operating in the 
United States. 

Senator Kerravuver. 
record, also. 

Mr. Boone. Thank you, sir. 

Senator Krerauver. How many are there? 

Mr. Boone. Yes; 68, sir. 

Senator Kerauver. This says that, during the year 1956, Ebasco 
Services, Inc.. rendered services to 388 clients, of which the follow- 
ing 68 were electric companies operating in the United States? 

Mr. Boone. Yes, sir. 

(The list above referred to follows:) 


They will be made a part of the 





All right. Let that be made a part of the 


Sixty-eight ? 


EsBasco SERVICES, INc. 


During the year 1956, Ebasco Services, Inc., rendered services to 388 clients, 
of which the following 68 were electric companies operating in the United States: 


Arizona Public Service Co. 

Arkansas Power & Light Co. 

Arklahoma Oorp., The. 

3altimore Gas & Electric Co. 

California Electric Power Co. 

Carolina Power & Light Co. 

Central Vermont Public Service Corp. 

Cincinnati Gas & Electric Co. 

Cleveland Electric Illuminating Co., The 

Columbus & Southern Ohio Electric Co. 

Connecticut Light & Power Co. 

Consolidated Edison Company of New 
York, Inc. 


Consumers Power Co. 
Consumers Utilities Co. 

Dallas Power & Light Co. 
Dayton Power & Light Co., The 
Delaware Power & Light Co. 
Duke Power Co. 

Duquesne Light Co. 

Empire District Electric Co., 
Florida Power Corp. 
Florida Power & Light Co. 
Gulf States Utilities 
Hartford Electric Light Co. 
Houston Lighting & Power Co. 


The 
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Idaho Power Co. 

Iowa Power & Light Co. 

Iowa Public Service Co. 

Kansas City Power & Light Co., The 
Kansas Gas & Electric Co. 
Kentucky Utilities Co. 

Long Island Lighting Co. 
Louisiana Power & Light Co. 
Minnesota Power & Light Co. 
Mississippi Power & Light Co. 
Montana-Dakota Utilities Co. 
Montana Power Co., The 
Narragansett Electric Co., The 
New England Power Co. 

New Jersey Power & Light Co. 
New Mexico Electric Service Corp. 
New Orleans Public Service, Inc. 
Niagara Mohawk Power Corp. 
Ohio Valley Electric Corp. 
Oklahoma Gas & Electric Co. 
Pacific Power & Light Co. 
Pennsylvania Electric Co. 


Pennsylvania Power & Light Co. 

Portland General Electric Co. 

Public Service Company of Colorado 

Public Service Company of New Hamp- 
shire 

Public Service Electric & Gas Co. 

Republic Light, Heat & Power Co. 

Rumford Light Co. 

South Carolina Electric & Gas Co. 

South Carolina Generating Co. 

Southwestern Public Service Co. 

Superior Water, Light & Power Co. 

Texas Electric Service Co. 

Texas Power & Light Co. 

Union Hlectric Company of Missouri 

Union Light Heat & Power Co. 

Utah Power & Light Co. 

Virginia Electric & Power Co. 

Washington Water Power Co., The 

Western Colorado Power Co. 

Western Massachusetts Electric Co. 

West Penn Power Co. 


Senator Krerauver. May I ask one preliminary question of either 


you, Mr. Boone, or Mr. Scaff? Under the types of services rendered 
here we have electric, engineering research, engineering consulta- 
tion, and so forth and so on. Under which of those types of services 
would assistance in connection with rapid tax amortization come? 

Mr. Boonr. I think Mr. Scaff should answer that question, sir. 

Senator Keravver. Mr. Scaff, can you tell us? 

Mr. Scarr. Yes, sir. 

Services rendered to a client at his request in connection with 
the 5-year amortization certificates would have been rendered under 
Washington office services, under Federal tax services, and there might 
have been some services rendered under engineering consultation. I 
think that would about cover the—— 

Senator Keravuver. Let’s take Idaho Power, for instance, which 
in this exhibit is listed alphabetically about halfway through. You 
have listed 1954 services of Washington office, tax amortization ap- 
plication. Is that where it would be listed? And you have it also in 
1955. 

Mr. Scarr. Yes, I think the services would have been rendered un- 
der the services of the Washington office, tax amortization, in both of 
those years. 

Senator Kerauver. This has been made a part of the record, and we 
will let the record show this is what Mr. Garrett furnished the other 
day. It is made a part of the record as furnished by Mr. Garrett and 
as checked by Mr. Boone. 

Mr. Garrett? 

Mr. Ray Garrett, Jr. (Head of Division of Corporate Regulation. 
Securities and Exchange Commission). I would only like it to appear 
in the record, Senator. I have also submitted, together with that 
exhibit, a letter from our Acting Chairman forwarding the exhibit. 

With respect to the transposition of figures, I rechecked it with the 
exhibit while Mr. Boone was talking, and TI do not see the transposi- 
tion he refers to. I take it it is not material. 

Senator Keravver. What is that transposition figure you are talk- 
ing about ? 
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Mr. Garrett. Mr. Boone referred to an apparent transposition in 
our figures with respect to Carolina Power & Light. I have the ex- 
hibit from which the data was taken with me, and I have rechecked 
it, and I do not see any transposition errors. I say this only for record 


purposes. I do not believe Mr. Boone intended to regard that as 
material. 


Mr. Boone. No, no. Just go ahead, Senator, and I will try to get 
my own exhibit. 


Mr. Cuumpris. Could we get the letter that Mr. Garrett referred 
to so we will know what it is? 

Senator Krerauver. Read it, Mr. Garrett. 

Mr. Garrett (reading) : 


DEAR SENATOR KEFAUVER: This will acknowledge receipt of your letter of June 
21, 1957, wherein you requested that a statement be prepared by this agency to 
describe in summary form the various services rendered by Ebasco Services, Inc., 
to certain enumerated public-utility companies, and that the statement be pre- 
sented to the subcommittee by an appropriate official of this Commission. 

Enclosed please find copy of a statement in respect of each of the companies 
listed in your letter, showing certain information pertaining to the services ren- 
dered by Ebasco to each company as revealed by the public record of the pro- 
ceeding before this Commission in the matter of Electric Bond & Share Co., 
application for exemption pursuant to section 3 (a) (5) of the Public Utility 
Holding Company Act of 1935. The information in this record relates to the 
servicing activities of Ebasco up to about the middle of the year 1955, at which 
time the hearings in the proceedings were adjourned. The most recent data in 
the record concerning billings for services are for the calendar year 1954. 

The statements respecting each public-utility company which was formerly 
associated with the Electric Bond & Share Co. system set forth summary billings 
for the year 1954 by Ebasco for (q@) engineering design and/or construction 
services, and (b) for consulting and other technical services. These statements 
also list most of the types of services included in the latter category. 

Information relating to services rendered by Ebasco to those companies on 
your list which were not formerly identified with the Electric Bond & Share 
system is less complete than that pertaining to the former associate companies 
since the issues involved in the pending proceeding put substantially more 
emphasis upon the latter. Even the information concerning services rendered 
to former associate public utilities is probably incomplete for the reason that 
the record in the proceeding as it now stands consists only of the applicant’s 
affirmative case plus cross-examination of applicant’s witnesses by the Com- 
mission’s staff and certain intervenors. The Commission’s staff has not yet 
put in its direct case, pending the completion of current negotiations exploring 
the possibility of what would amount to a “consent decree.” 

Mr. Ray Garrett, Jr., Director; Mr. Joseph C. Woodle, Associate Director; and 
Amerst E. Huson, Chief of the Office of Special Studies and Administration of 
the Division of Corporate Regulation, will appear before your subcommittee 
on Thursday, June 27, at 10 a. m., to present this matter. They will be 
accompanied by Mr. Thomas G. Meeker, the Commission’s General Counsel. 

Very truly yours, 
(Signed) ANDREW Downey OrrIcK, 
Acting Chairman. 
Senator Kerauver. Thank you, Mr. Garrett. 
Mr. Boone. Senator, I have cleared that up now. 


Senator Keravuver. All right, Mr. Boone. 

Mr. Boonz. Mr. Garrett, I beg your pardon and I beg the Senator’s. 
That is Louisiana Power & Light. And the figure of $83,217 shown 
on there on that page should be $130,939. 

Mr, Garrett. You are correct. 


Mr. Boonr. Mr. Garrett says that is correct. 
Senator Kerauver. Where the exhibit lists “Consulting and Other 


Technical Services, $83,217, Billings for the Year 1954,” that should 
be one hundred and what? 
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Mr. Boone. $130,939. 

Mr. Garrett. That is correct. 

Senator Keravuver. Then we are in complete agreement all the way 
around ? 

Mr. Boone. Pretty much agreement. 

Senator Keravuver. All right. 

Mr. Garrett, I do not think that we need to keep you all here any 
longer. We appreciate your coming up. 

Mr. Garrett. Senator, before leaving, I have instructions to submit 
to you a summary of the proceedings before the Commission and in 
the courts pertaining to Bond & Share in response to certain questions 
that were asked last Thursday. You will find some duplication be- 
cause we are submitting as exhibits copies of material that Mr. Boone 
has in fact submitted. I would like, however, to put it in the record 
before I leave. 

Senator Kerauver. All right, Mr. Garrett. 

Mr. Boonn. May I see that, sir? 

Mr. Garrerr. Yes, indeed. 

Senator Kerauver. Will you furnish Mr. Boone a copy? 

This is a summary of the proceedings from 1940 to date. That will 
be printed in the record. 

Mr. Boonre. Any remarks I would have to make I would have to 
make later. 

Senator Keravuver. Very well. 

(The document referred to may be found in the Appendix on p. 
1132. 

Breaker Keravuver. Now, Mr. Scaff, where Ebasco assisted one of 
its clients in the way of consultation or information or any kind of 
service in connection with the purchase or acquisition of another 
utility, how is that listed ? 

Mr. Scarr. It would all depend on the type of service that was 
requested by the client, Senator. If it were a tax service, it would 
be under taxes. If it were an engineering service, it would be under 
engineering. If it were a financial service, it would be under fi- 
nancial. It would depend entirely on the service. 

Senator Kerauver. If we could take an example, in the case of 
Washington Water Power Co., Ebasco did work that out whereby 
several companies joined together or there was some acquisition. 
How would that be listed ? 

Mr. Scarr. When was that, Senator? What acquisitions are we 
referring to? 

Senator Keravuver. Let’s take Mountain States Power Co., and the 
Pacific Power & Light Co. I just want to know what kind of 

Mr. Scarr. That happens to be Pacific Power & Light Co. and not 
Washington Power & Light, as I understand it. 

Senator Keravuver. Yes, Pacific Power & Light. In other words, 
would it generally be listed under general consultation or engineer- 
ing or what? You say it depends upon the particular type of service 
rendered. 

Mr. Scarr. I presume, Senator, you are referring to the acqui- 
sition by Pacific Power & Light of the Mountain States Power Co. 
in 1954 which was a stock-exchange plan of merger. The only serv- 
ices that we rendered in that connection that I have a record of were 
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some mortgage services arising out of the merger. We did not 
perform any other services. We did not help put those properties 
together, nor did we make any financing plans for them in connec- 
tion therewith. 

Senator Keravuver. I have here, Mr. Scaff, information furnished 
by the Federal Power Commission in response to an inquiry made 
by that agency as to certain mergers among companies serviced by 
Ebasco Services, Inc. I might read these and then ask you, generally, 
if this is according to your records and the nature of the services 
rendered by Ebasco. 

According to the Federal Power Commission, companies serviced 
by Ebasco Services, Inc., have had a number of important acquisi- 
tions subsequent to the receipt of certificates of necessity from the 
Office of Defense Mobilization. Some of these utilities are former 
members of the old Electric Bond & Share system. 

The Montana Power Co., once a part of Bond & Share and which 
has continued to be serviced by Ebasco, has made five acquisitions 
since receiving its first certificate of necessity under the 1950 Revenue 
Act. Among these was the purchase, on October 1, 1951, from the 
Montana-Dakota Utilities Co., of the Missoula manufactured-gas 
plant and city of Missoula manufactured-gas distribution system, at a 
cost of $428,066. A larger transaction, also from Montana-Dakota 
Utilities Co., was the purchase, on November 1, 1954, at a cost of 
$6,489,000, of the natural-gas production property and natural-gas 
transmission lines and distribution system in 8 communities, the 
Pondera oilfield, and certain farm taps. 

The Carolina Power & Light Co., which Ebasco services, acquired 
facilities from three municipalities in North Carolina. In March 
1956, Carolina Power & Light bought from the town of Grimesland 
its electric-distribution property for $131,143. In August 1956, it 
bought from the city of Greenville electric-distribution lines and a 
group of rural lines at a cost of $591,000. And, in September 1956, 
it bought from the city of New Bern 130 miles of rural electric-distri- 
bution lines, at a cost of $845,024. 

Portland General Electric Co., on May 16, 1956, bought the Sandy 
Electric Cooperative, Sandy, Oreg., serving 860 customers, involving 
rural electric-distribution system, accounts receivable, and distribu- 
tion system. 

The Pennsylvania Power & Light Co., which Ebasco serves, on 
June 1, 1955, bought all property and assets of Pennsylvania Water 
& Power Co., for $65,849,000, borrowing $12 million from banks on 
5-year promissory notes. On January 1, 1956, the Pennsylvania 
bought all property and assets of the Scranton Electric Co., serving 
90,000 customers, for $48,196,000. 

The Dallas Power & Light Co., a former part of the Bond & Share 
system, which continues to be served by ooo made four acquisi- 
tions occasioned by municipality annexing areas served by another 
utility, from April 1955 to April 1957. 

The Texas Power & Light Co., formerly a part of Bond & Share 
and still served by Ebasco, made nine acquisitions. On March 1, 
1954, it purchased for $173,000 from the city of Gainesville, Tex., gen- 
erating and distributing equipment. It also made acquisitions from 
three cooperatives, none of these involving a substantial amount. 
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The Gulf States Utility Co., Beaumont, Tex., serviced by Ebasco, 
made 7 acquisitions, including 2 very small ones from municipalities. 

Florida Power & Light Co., formerly a part of Bond & Share, 
which still uses Ebasco for some services, had four small acquisitions. 

Utah Power & Light, a former Bond & Share company still served 
by Ebasco, has made 6 acquisitions since January 1951, the largest one 
costing $115,000, from Arco, Idaho. 

This is in response to the request of the Federal Power Commission 
to list the acquisitions of companies serviced by Ebasco which after 
April 1955 received tax-amortization awards. 

Then follows a list of companies after that time which are not sery- 
iced by Ebasco which made certain acquisitions which we will make 
part of the record, but since they do not involve Ebasco I will not ask 
you specifically about them. 

(The list of companies above referred to follows :) 


On August 31, 1954, the Pacific Gas & Electric Co. purchased for $38,885,558.94, 
the gas, electric, and water properties of Coast Counties Gas & Electric Co. 
Pacific also bought the electric-distribution-system property of Vallejo Electric 
Light & Power Co., Vallejo, Calif., at a cost of $2,555,472.78. 

The Georgia Power Co., on March 1, 1957, bought out the Georgia Power & 
Light Co., Valdosta, Ga., for $18,683,181.69. 

The Iowa Public Service Co., on December 16, 1955, bought a transmission line 
for $1,013,921.56, from the Kansas City Power & Light Co., the line extending 
from Fort Dodge to lowa Falls. 

The Baltimore Gas & Electric Co., which has had 10 certificates of necessity, 
on June 30, 1955, bought the Susquehanna Transmission Company of Maryland, 
for $4,905,871. 

Tapoca, Inc., of Pittsburgh, on July 1, 1955, bought from the Carolina Alumi- 
num Co., the Cheoah and Santeetlah hydroelectric developments and interest in 
FPC license for project 2169, for $9,345,997.79. 

The Virginia Electric Power Co., on July 28, 1952, bought Hydro-Electric 
Corporation of Virginia’s hydroelectric station for $1,140,509. 

Potomac Light & Power Co., Frederick, Md., bought West Virginia properties 
of Northern Virginia Power Co., an associated company, through the issuance 
of $3,131,500 common stock. 

Niagara Mohawk Power Corp. (Syracuse, N. Y.) bought 3 hydroelectric plants 
in the Hudson River area and power sites on the Black and Grease Rivers in 
northern New York, for $8 million from the Eastern New York Power Corp. 

Commonwealth Edison Co., Chicago, in May 1955, bought for $1,371,727.50, a 
production and distribution electric plant in and near Hinsdale, Ill, from the 
village of Hinsdale. In February 1956 Commonwealth Edison bought for $4,140,- 
709.35 the electric distribution utilities plant in Chicago from the Produce Termi- 
nal Corp. and the Central Manufacturing District. 


Senator Krerauver. How did Ebasco help or render any services in 
connection with these acquisitions? 

Mr. Scarr. Well, Senator, in the first place, the mere fact that those 
companies are clients of ours and they responded to that request for 
information does not necessarily indicate that we rendered services 
in any of these instances. 

On the Pacific Power & Light Co., as I indicated a moment ago, we 
did some work on their mortgage at the time, on the mortgage of the 
Mountain States Power Co. 

As far as the Montana Power Co. is concerned, we rendered no serv- 
ices in connection with their acquisitions. 

Carolina Power & Light Co., the acquisitions that you read into the 
et We rendered no service to Carolina in those connections, 
as 


Senator Keravuver. You say you have not rendered any ? 
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Mr. Scarr. That is right. 

Portland General Electric. We rendered no service. 

Pennsylvania Power & Light Co. We rendered no service. 

Dallas Power & Light Co. We rendered no service. 

Gulf States Utilities Co. We rendered no service. 

Florida Power & Light Co. We rendered no service. 

And Utah Power & Light Co. We rendered no service—in connection 
with the acquisitions of those properties. 

Senator Kerauver. Then, what are these services listed in Mr. Gar- 
rett’s exhibits to these various companies? 

Mr. Scarr. Well, as I understand it—— 

Senator Krerauver. General consultation and industrial relations, 
engineering consultation, Washington office, and so forth. What are 
all these then ? 

Mr. Scarr. Well, I could only interpret Mr. Garrett’s exhibit here 
from the information that he Sisehentt on the exhibit. And the ex- 
hibit indicates that he obtained this information from Ebasco’s ex- 
hibits Nos. 6 and 91. Ebasco’s exhibit No. 6, as I recall, showed a 
grouping of services that were available to the client companies at 
their request. There were services listed there under orders for which 
I presume no services were rendered during a given year. It was not 
intended to show services that were rendered during that time and 
for which companies received billings. 

Exhibit 91 is an exhibit which intends to show, as I recall it, orders 
under which billings were made during the year 1954. 

So that it is quite possible that there are services listed in this ex- 
hibit that Mr. Garrett submitted that were not availed of by he 
Ebasco clients during the year 1954. 

Senator Kerauver. My understanding was that these services listed 
here are services that were charged for as shown by the charge items 
at the top of the page. 

Mr. Scarr. Well, that is not a fact if Garrett got that informa- 
tion from exhibit 6 because exhibit 6 was not intended for that 
purpose. 

Senator Kerauver. With the exception of the change in the figure 
about Louisiana Power & Light, these charges listed here are correct, 
are they not? You do not take exception to any of them, do you? 

Mr. Scarr. The actual charges ? 

Senator Kerauver. Yes, sir. 

Mr. Scarr. I would have no reason to take exception to them; no, 
sir. Ihave not checked them. 

Senator Keravcver. Mr. Scaff, we will furnish you a copy, if you 
do not have it there, of the companies for which you rendered service 
after April 1955 and which did make some acquisitions. Will you 
furnish us with a statement of any services rendered by Ebasco that 
might have had anything to do with those acquisitions ? 

Mr. Scarr. Yes, I shall be glad to. 

Senator Kerrauver. Engineering, taxing, consultation, Washing- 
ton office, or whatever it might be. 

Mr. Scarr. I should be glad to check such a statement and if ser- 
vices were rendered furnish that information. 

Senator Krravver. Now, I asked you about the Washington Water 
Power Co. There was an attempted merger with Puget Sound which 


94133—57—pt. 2 15 








840 RAPID AMORTIZATION IN REGULATED INDUSTRIES 


was not consummated. You did render services in connection with 
that effort, did you not ? 

Mr. Scarr. As I recall, yes, sir, there were services rendered in that 
connection. 

Senator Keravuver. That effort was investigated last year by this 
committee under the direction of Senator O’Mahoney, was it not? 

Mr. Scarr. I think that is correct. 

Mr. Boonr. Two years ago, Senator. 

Senator Kerauver. Two years ago, I mean. We have here quite 
a list of substantial charges in connection with that effort. In 1953, 
for example, $13,000 for engineering and financial studies. Was 
that in connection with this proposed merger ? 

Mr. Scarr. Well, Senator, I have no information in front of me 
that I can refer to to say it pertained to the merger or not. If I can 
have some reference so that I can recognize it—— 

Senator Kerauver. Here is an item from your record. Engineering 
and financial studies re proposed merger with Puget Sound Power & 
Light Co., 1952, $4,108. In 1953, $13,804. 

Mr. Scarr. Certainly, they must—the services must have been 
incurred in connection with that proposed merger ; yes, sir. 

Senator Kerauver. Just what would Ebasco do in a proposed mer- 
ger like that, or in one of these mergers in which you did play some 

art? 
; Mr. Scarr. Well, as I have indicated, the only one that we have 
referred to this morning so far that we played a part in other than 
the indenture work is the one that we are talking about now on the 
Puget Sound and the Washington Water Power. 

Senator Keravver. I mean, just what did you do in that case? 

Mr. Scarr. What did we do in the Washington Water Power case? 

Senator Kerauver. Yes. 

Mr. Scarr. As far as the financial services are concerned, at the 
request of our client, we would have prepared pro forma financial 
statements. We would have prepared financial plans which would 
have showed pro forma financial statements, indicating the overall 
effect of that merger on the balance sheet and the income account of 
the merged companies. 

Senator Kerauver. Whose idea was the merger in the first place? 

Mr. Scarr. Well, I presume that it must have been the idea of the 
companies that were contemplating the merger. Certainly, it was 
not my idea. And I would suppose that it was not Ebasco’s idea to 
make the merger. I suppose the idea must have originated with 
Washington Water Power and Puget Sound Power & Light Co. 

Senator Kerauver. Chairman Armstrong, of the Securities and 
Exchange Commission, sent a letter to the Interstate and Foreign 
Commerce Committee in connection with S. 2643, which was a bill 
pending before them, which I thought should be referred to at this 
part in the record. The letter begins at page 13 of the hearings 
before that committee in May of 1956. One paragraph from the letter 
will describe what it was about. 


So far as the Commission is presently aware, the primary immediate effect of 
the bill would be with regard to a proposed joint power project at the Pacific 
Northwest. The bill would permit the Washington Water Power Co., a Washing- 
ton corporation, Pacific Power & Light Co., a Maine corporation, the Montana 
Power Co., a New Jersey corporation, and Portland General Electric, an Oregon 
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corporation, all of which operate in the Pacific Northwest and none of which is 
at present a holding company as defined in the act, to acquire all the voting stock 
of Pacific Northwest Power Co. without becoming holding companies under the 
act. This corporation has been organized under the laws of Oregon for the pur- 
pose of constructing and operating a substantial hydroelectric plant on the middle 
Snake River in the States of Idaho and Oregon. These 4 sponsoring companies 
were at one time subject to the provisions of the act by virtue of the fact that, 
in the case of the first 3, they were subsidiaries of Electric Bond & Share Co., a 
registered holding company, while the fourth sponsor was a subsidiary of Port- 
land Electric Power Co., a former registered holding company. The obvious 
desire of these sponsoring companies is to free themselves from the regulatory 
provisions of the act, despite their ownership of a subsidiary which will be 
engaged directly in the business of producing and transmitting electric energy. 

Does that refresh your memory about the part that Ebasco played 
in this matter, or attempted to play ? 

Mr. Scarr. It does not refresh my memory in the least, Senator; no, 
sir. I donot understand what bearing this has on the merger of Puget 
Sound and Washington Water Power. As I understand what you 
read, you were talking about some Northwest Power Co. which re- 
ferred to a bill that was introduced on Portland General Electric, 
Pacific Power & Light, Washington Water Power, and Montana. 

Senator Kerauver. Apparently the bill was filed to permit this 
merger. 

Mr. Scarr. The merger of Washington and Puget Sound Power & 
Light? I would say it would have no bearing on it myself. 

Senator Keravver. I did not state that correctly. This bill would 
have allowed these four companies to have engaged in a hydroelectric 
project as a joint endeavor. 

Mr. Scarr. I think that is right; yes, sir, but it would have no bear- 
ing on the Puget Sound-Washington Water Power merger. 

Senator Kerauver. But did you not represent 1 or more of these 4 
companies in that effort? Montana Power Co, for example? 

Mr. Scarr. I could not say whether we did any work for any of the 
4 companies in that connection or not, but I presume if any one of the 
4 asked us to render any engineering services, any financial services, or 
any other services that we had available, we would have gladly ren- 
dered them; yes, sir. 

Senator Kerauver. Mr. Scaff, we will furnish you with a copy of 
the statement I have just read, which gives the companies in this 
joint venture. I will ask you to furnish the committee with informa- 
tion as to services, if any, rendered to any of them. 

Mr. Scarr. Very well. 

Senator Kerauver. In connection with the joint venture, and if 
any services were rendered in connection with the proposed legisla- 
tion, we will ask you to furnish that. 

Now, before we go further this morning, we have some correspond- 
ence here I think should be printed in the record. 

We have a telegram of June 21 to Mr. Roach which Mr. Roach 
has released to the press asking whom Idaho Power consulted with 
in connection with its decision not to take the tax amortization. Also, 
a telegram asking who their bankers and financial people were that 
handled certain notes and bond issues. That will be made a part of 
the record. And Mr. Roach’s reply that they conferred with no one 
in the executive department of the Government, and did not authorize 
any agent or person to do so in connection with their decision. The 
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letter also gives in formation about the financial agents who handle 
their various bond and stock issues. The financial information is of 
some importance, and we will have copies made for the information 
of the press. 

Also, Senator Neuberger has asked that a letter to me from Mr. 
Comfort A. Adams, who is the recipient of the distinguished founders 
award of the Edison medal, be made a part of the record, and then 
there is a copy of a telegram from President Eisenhower congratu- 
lating him upon receiving the award. Mr. Adams analyzes the cost, 
as he figures it, of the various tax amortizations involved. He also 
asks that a copy of a letter that he sent to President Eisenhower, 
which has been made public, be put into this record. In the letter 
he agrees generally with Mr. Rainwater’s calculations. 
ay documents referred to may be found in the Appendix on p. 

Senator Keravuver. Mr. Dixon, anything else to go in the record? 

Mr. Drxon. That is all, I think. 

Senator Keravver. All right. You had some questions you wanted 
to ask Mr. Scaff. Suppose you proceed. 

Mr. Drxon. Mr. Scaff, how long have you been vice president of the 
Ebasco Services, Inc. ? 

Mr. Scarr. Oh, I would say in excess of 20 years. 

Mr. Dixon. Were you originally a vice president when it was formed 
in 1935? ; 

Mr. Scarr. No, I was not a vice president at that time. 

Senator Kerauver. Just tell what your position was, Mr. Scaff, as 
best as you can remember. 

Mr. Scarr. I think I was appointed a vice president in 1942 as I 
remember it now. 

Mr, Drxon. Were you with Ebasco Services prior to 1942? 

Mr. Scarr. Oh, yes. 

Mr. Drxon. It was formed or created in 1935, was it not ? 

Mr. Scarr. 1935; that is right. 

Mr. Drxon. Who were you with prior to that time? 

Mr. Scarr. Electric Bond & Share Co. 

Mr. Drxon. What was your position there ? 

Mr. Scarr. Comptroller, as I remember it. 

Mr. Drxon. So when it was created you left Electric Bond & Share 
and went with Ebasco Services? Isthat correct? 

Mr. Scarr. Yes, I assumed the comptrollership of Ebasco Services, 
Inc., when it was formed at that time. 

Mr. Drxon. It was in the same building, was it not ? 

Mr. Scarr. Same building, same offices, yes. Ebasco was formed 
at that time under the Holding Company Act which required the serv- 
icing operations of Ebasco to be separated from Electric Bond & 
Share Co. 

Mr. Drxon. While it was Electric Bond & Share, services were per- 
formed for certain of the subsidiary companies or certain companies 
that they controlled ? 

Mr. Scarr. A good many years before that, yes. 

Mr. Dixon. A good many years ? 

Mr. Scarr. And those services were required under the act to have 
been set out in a separate company and performed by separate situa- 
tions. 
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Mr. Drxon. So those services were continued but they were con- 
tinued as Ebasco Services? Isthat correct ? 

Mr. Scarr. That is right, yes. 

Mr. Dixon. What are your general functions now with the com- 
any ¢ 
; Mr. Scarr. Asa vice president ? 

Mr. Dixon. Yes. 

Mr. Scarr. Ebasco is divided into mainly three sections. One of 
them is the engineering, one of them is the operating, and the other 
is what we designate as the financial. In the financial section there 
are six departments. Those departments are the space planning, 
systems and methods, rate, taxes, corporate finance, insurance. I 
supervise the activities of those departments. 

am also president of the 2 Rector Street Corp. which owns the 
building at 2 Rector Street. 

Mr. Dixon. In the performance of these duties, you are certainly 
familiar with all the policies and practices of Ebasco Services, Inc. ? 

Mr. Scarr. Specifically as they pertain to the financial section, yes. 

Mr. Drxon. These services that Ebasco performs—and when I use 
the word “Ebasco” I am meaning it as Ebasco Services, Inc.—the 
services that are performed for these electric power companies, are 
they contracted for ? 

Mr. Scarr. We are requested in every instance when we render 
service by the client to render that service. Sometimes it is done by 
a written document. Sometimes by telephone. Sometimes by per- 
sonal contact. ; 

Mr. Dixon. Do you enter into an individual contract each time 
you are requested to do something ? 

Mr. Scarr. You mean a written document ? 

Mr. Dixon. Yes. 

Mr. Scarr. No, sir. 

Mr. Dixon. How do you come to a meeting of the minds then? 

Mr. Scarr. How do we come to a meeting of the minds? 

Mr. Drxon. Yes, sir. 

Mr. Scarr. If a client calls us on the telephone and wants us to 
perform a service and we have that service available, we will perform 
that service on the strength of a telephone conversation. We will set 
up an internal order in our Ebasco organization and perform the 
service and bill the client, referring to a telephone conversation. 

Mr. Drxon. Do you bill them for each of these individual services, 
or do you bill them with one general bill ? 

Mr. Scarr. We bill them for each individual service. 

Mr. Drxon. Type of service you mean ¢ 

Mr. Scarr. Type of service; that is right. 

Mr. Dixon. Now, Mr. Scaff, I have in my hand a booklet that is 
entitled “Amortization of Emergency Facilities. Requirements, Cer- 
tification and Effects on Electric and Gas Utilities.” It bears the 
name of Ebasco Services, Inc., dated March 1951. You are familiar 
with this booklet, are you not? 

Mr. Scarr. Yes, I am. 

Mr. Drxon. This booklet was prepared, I assume, or work was be- 


gun upon it, shortly after the 1950 Revenue Act was amended. Is that 
correct, sir? 
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Mr. Scarr. I think that is correct. 

Mr. Drxon. Is it fair to say the general purpose of this book as set 
forth in the foreword was to acquaint your customers in a sense with 
the general provisions for amortization awards which were available 
to them through this program ? 

Mr. Scarr. That is what we attempted to do at that time, yes. 

Mr. Drxon. Could you give us a rough estimate or summary based 
upon your knowledge of, how many electric power companies 
Ebasco Services was rendering service for at the period 1951? 

Mr. Scarr. Perhaps 50 at that time. May have been more. May 
have been less. 

Mr. Drxon. It is true, is it not, Mr. Scaff, that as soon as this sec- 
tion 124 (a), which was the amortization deduction section, was added 
to section 216 of the 1950 Revenue Act, you did issue this booklet and 

ou disseminated it, I assume, fairly widely to all your customers? 
s that correct ? 

Mr. Scarr. All of our clients, yes. 

Mr. Drxon. What is the Edison Electric Institute, Mr. Scaff? 

Mr. Scarr. Edison Electric Institute is an organization consisting 
of membership of most of the investor-owned electric companies in 
the United States. 

Mr. Drxon. You apparently have served quite prominently with 
that institute, have you not, sir, from time to time? 

Mr. Scarr. Well, I think perhaps that flatters it a little bit, but 
I have been connected with the Edison Electric Institute for quite 
a period of time in different projects; yes. 

Mr. Dixon. You did serve as chairman of a committee that issued 
a report dated January 8, 1951, entitled “Amortization of Emergency 
Facilities with Respect to Electric Utilities”; did you not? 

Mr. Scarr. That is right; yes. 

Mr. Drxon. That was made a part of this booklet, was it not, sir? 

Mr. Scarr. That is right. 

Mr. Drxon. Was it not one of the principal studies of this com- 
mittee to deal with section 124 (a) with respect to the question of 
economic usefulness as applying to electric facilities? 

Mr. Scarr. I think that was one of the items covered in this Edison 
Electric Institute report; yes. 

Mr. Drxon. Why was the committee disturbed about that? 

Mr. Scarr. Why was it disturbed ? 

Mr. Drxon. At that time; yes. 

Mr. Scarr. Well, I think it was disturbed at that time, as this report 
indicates—and I think it is all spelled out in here if you would care 
to have me read it into the record. I would be glad to. 

g ant Keravver. Just refer to the page and summarize it, Mr. 
caff. 

Mr. Scarr. Well, the page in the report that we are referring to, 
“Amortization of Emergency Facilities”—it contains an appendix C, 
Edison Electric Institute, report dated January 8, 1951, Awneties, 
tion of Emergency Facilities With Respect to Electric Utilities. And 
under the question of economic usefulness the report points out that 
the economic usefulness, after the emergency period is ended, of gen- 
erating capacity installed because of the defense effort, will be deter- 
mined by the load growth of the utility after the emergency. 
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It goes on to point out that with no or much reduced rate of load 
growth the generating capacity installed for defense purposes may 
be useless. Even with load growth, a substantial part of the capac- 
ity’s usefulness to the utility will be lost. This loss results from the 
unproductiveness of the capacity during the period from the termina- 
tion of the defense work to the absorption of the capacity by civilian 
load growth. 

The immediate urgency for supply of rapidly expanding defense 
requirements will sometimes force adoption of short-term construc- 
tion expedients at variance with a sound, long-term expansion 
program. 

And there are examples given such as construction of steam plants 
instead of more slowly constructed hydroplants, duplication of earlier 
designs to save the time required for the design, and so forth. 

Mr. Drxon. Well, was it not 

Senator Keravuver. Let me interrupt. This has been made a part 
of the record, has it not? 

Mr. Drxon. It has not. I would suggest that we make it a part 
of the record. 

Senator Kerauver. Then the Ebasco booklet will be printed in the 
appendix of the record. 

(The Ebasco booklet referred to may be found as an appendix on 
). 1227.) 

Mr. Drxon. Mr. Scaff, one of the questions dealing with this eco- 
nomic usefulness question generally was the question of the usefulness 
of a facility after 5 years. Is that correct, sir? 

Mr. Scarr. I think that is correct, yes. 

Mr. Drxon. You were aware obviously at that time, because it is a 
part of that article, that because of this difficulty I believe Senator 
Johnson of Colorado—— . 

Mr. Scarr. Yes. 

Mr. Dixon. Had introduced an amendment in 1950 to remove this 
questionable feature of the act so far as electric utility companies 
were concerned. That is correct, is it not? You were aware of that? 

Mr. Scarr. That is right. 

Mr. Drxon. And it is true that although he did introduce this in 
the Congress, and it passed the Senate, nevertheless the House rejected 
it, so the question was still there, was it not? 

Mr. Scarr. The question was still there. But since we are getting 
down to detail on this, I might read what Representative Doughton 
of North Carolina had to say in respect to what you are trying to 
point out now. And this appeared in the Congressional Record of 
January 1, 1951. He says: 


Though sympathetie with the principle of the Senate amendment relating to 
the amortization allowance for defense facilities, the House conferees could not 
accept the amendment because of the limited time available to explore the 
problem. The House conferees also had in mind that administration of the 
amortization section is in its early stages and that the officials in charge should 
be given an opportunity to conform their policy to the intent of the Congress to 
encourage the investment of private capital in war plants. 

If the problem is not solved administratively at an early date, I personally 
will ask the Ways and Means Committee to review the situation and to initiate 
appropriate remedial legislation. Any such legislation should apply retroac- 
tively, so that applicants who begin construction on the basis of certificates of 
necessity currently being issued will not be prejudiced. 
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I think that pretty clearly indicates that this matter of the economic 
usefulness was put into this bill at a late date and evidently from the 
discussions was not debated adequately and there were individuals at 
that time who felt that it was detrimental to the effort to get these 
war plants built and that they were willing to take action to see that it 
did not in any way hinder the war effort or the construction of these 

lants. 
: Mr. Drxon. Now, Mr. Scaff, does Ebasco share in the so-called 
ECAP advertising program ? 

Mr. Scarr. No, it does not. 

Mr. Drxon. It does not? 

Mr. Scarr. No. 

Mr. Drxon. How many advertisements has Ebasco participated in 
in connection with this tax amortization program, to your knowl- 
edge ? 

r. Scarr. None, to my knowledge. 

Mr. Drxon. We have, Mr. Scaff, as an exhibit already in this record, 
an advertisement, and it pertains to Idaho rivers generally, and it 
bears the Ebasco seal here. 

Mr. Scarr. May I see it. What is the question, Mr. Dixon? 

Mr. Drxon. I asked you first if you had participated in any way in 
advertising—— 

Mr. Scarr. No—you asked me if we had participated in any way 
in the ECAP program, and I said no. 

Mr. Drxon. I asked you a second question after that. Had you 
participated in any advertising program with reference to tax 
amortization ? 

Mr. Scarr. Through ECAP? We do our own advertising. We 
have no connection with ECAP. 

Mr. Drxon. The second question—you may have misunderstood 
me—was separate and apart from ECAP. What advertising efforts 
do you participate in or conduct ? 

Mr. g AFF. Yes; this is one of Ebasco’s ads, one of the many ads 
that—— 

Mr. Drxon. How did you-—— 

Senator Kerauver. Let him finish his answer. 

Mr. Scarr. That we utilize each year in connection with our serv- 
icing operations, with the hope of getting business and keeping our 

resent business. This one happens to pertain to the “Idaho Rivers 

ield a Harvest of Power.” It was our way of advertising the de- 
velopment of the Idaho rivers, and showing interest generally in 
the engineering aspects of this. 

Mr. Dixon. In other words, there was a series of such advertise- 
ments ? 

Mr. Scarr. Yes; I would say so. I recall ads pertaining to the 
Florida Power & Light situation, and others; yes. 

Mr. Drxon. May we make a request that you furnish us with those 
advertisements that you have placed, we will say, since April 1955— 
just one of each—if you will furnish us with that. 

Mr. Soarr. Yes. 

Senator Kerauver. Where were these advertisements carried ? 

Mr. Scarr. I think that particular one shows, Senator, on the face 
of it there, it was run in Fortune magazine. 
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Senator Keravuver. Did you run them in newspapers also? 

Mr. Scarr. I would doubt that an ad of that magnitude would be 
run in a newspaper. I think it was confined mostly to Fortune. 

Senator Kerauver. Do you have an estimate of how much your ad- 
vertising program of this kind costs a year? 

Mr. Scarr. Just the advertising ? 

Senator Kerauver. Yes, sir. 

Mr. Scarr. I would think somewhere around $150,000. 

Senator Kerauver. That is—— 

Mr. Scarr. Which is a very modest figure, I presume, for a com- 
pany the size of Ebasco. 

Senator Keravuver. That is an operating expense on your tax 
return ¢ 

Mr. Scarr. Operating expense of Ebasco; yes, sir. 

Senator Keravuver. All right. Go ahead. 

Mr. Dixon. Was any of that cost allocated down to your companies 
that you service? 

Mr. Scarr. No; I would say not, Mr. Dixon. 

Mr. Dixon. Does Ebasco have a so-called legal department ? 

Mr. Scarr. No; we do not have a so-called legal department. 

Mr. Drxon. Mr. Boone is with Reid & Priest—I don’t know whether 
that is a continuing relationship, or whether it is not, in a sense, a 
house counsel—it is an independent legal firm, I assume. 

Have you used other firms than Reid & Priest? 

Senator Kerauver. I understood you said “Yes” to that question, 
Mr. Boone. 

Mr. Boone. I wasn’t trying to tell Mr. Schaff what to say. 

Senator Kerauver. I just wanted the reporter to get it. You 
nodded. 

Mr. Scarr. Was the question directed to me? Reid & Priest is a 
wholly independent legal firm that represents Ebasco Services, Inc., 
in quite a bit of its legal work. 

Mr. Drxon. Do you retain and use legal firms from time to time 
other than Reid & Priest ? 

Mr. Scarr. Yes; I would say so. Offhand, I could not give spe- 
cific detail, but I am sure over the time we have used other legal 
firms; yes. 

Mr. Drxon. Since the divestiture of the Idaho Power Co. from one 
of the subholding companies of Electric Bond & Share, it is true, is it 
not, that Ebasco has continued to perform various services for that 
a that is, Idaho? 

Mr. Scarr. I think since that time Ebasco has continued to perform 
certain engineering services, certain services of our Washington of- 
fice—at one time some insurance services. I think, generally, that 
fairly covers it. 

Mr. Drxon. One of the services was in connection with the appli- 
cation for the tax amortization certificates filed by that company; 
was it? 

Mr. Scarr. That is right. That is in connection with the services 
of the Washington office; yes. 

Mr. Dixon. You are generally familiar with these hearings, I as- 
sume, that we have conducted thus far; are you not, sir? 

Mr. Scarr. Would you repeat that question. 
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Mr. Drxon. Are you generally familiar with the hearings that we 
have conducted thus far on this tax amortization question ? 

Mr. Scarr. I was at the hearing last Thursday. That is the only 
hearing I have attended. If that is the one you make reference to, 
I was at that hearing. | 

Mr. Dixon. The chairman this morning made reference to some tele- 
grams and exchange of correspondence on the decision that Idaho 
Power Co. said it reached to cancel the certificates that had been 
granted to them. I will ask you what conversations or consultations 
you might have had, or, to your knowledge, any official of Ebasco 
Services, Inc., might have had, with Idaho Power Co. pertaining to 
this decision to cancel the certificate. 

Mr. Scarr. No discussions or consultations in the least on the part 
of anybody in Ebasco that I know of. 

Mr. Drxon. That you know of. 

Mr. Scarr. That is right. 

Mr. Drxon. To your Scatadlend did you or anybody else have any 
conversations with any official in the Government with reference to 
the cancellation ? 

Mr. Scarr. We did not. 

Mr. Drxon. You were aware of the Supreme Court’s decision on 
April 1 respecting the license which had been issued by Federal Power 
to Idaho Power; were you not? You were aware, on April 1, of the 
Supreme Court’s decision affirming those licenses ? 

Mr. Scarr. I probably read about it at that time, but I won’t say 
that I was familiar with it. 

Mr. Dixon. Did you or any official of the company, or employee, to 
your knowledge, contact any official of ODM or the Interior Depart- 
ment with respect to the pending application ? 

Mr. Soarr. I certainly did not. And if the Washington office did, 
I presume some representative of ours from the Washington office 
would have that information. I have no knowledge of it. 

Mr. Drxon. When did you first learn that the tax certificates had 
been issued to Idaho Power Co.? 

Mr. Scarr. I wouldn’t have any idea. It was not of that much 
interest to me. 

Mr. Drxon. It was not of interest to you? 

Mr. Scarr. No. 

Senator Keravver. Let me get this straight. Mr. Scaff, I think 
Mr. Dixon talked with Mr. Boone about someone who was familiar 
with all these matters coming down to testify. That man was sick or 
out of town, and we were supposed to have full information. Who 
was the man, Mr. Boone? 

Mr. Scarr. Mr. Scheinis was supposed to have come down with me, 
and Mr. Scheinis has had absolutely nothing to do with the necessity 
certificates in connection with the Idaho Power Co. In fact, no one 
in New York has had anything to do with the necessity certificates 
on the Idaho Power Co. You asked me when I first became acquainted 
that they were issued. I couldn’t tell you when I first became ac- 
quainted, because that was handled in the Washington office, and I 
do not have that detail. 

Mr. Dixon. Aren’t you familiar with what happens in the Washing- 
ton office ? 
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Mr. Soarr. No; I certainly am not. The Washington office does 
not come under my jurisdiction. 

Mr. Drxon. Whose jurisdiction ? 

Mr. Scarr. I think there are representatives of the Washington of- 
fice here, and they can speak for themselves. 

Senator Kerauver. Who do they report to, Mr. Scaff? That is the 
point. Who does the Washington office report to in New York? 

Mr. Scarr. They report to the head of the operating section. I am 
in the financial section. 

Senator Kerauver. Who is the head of the operating section ? 

Mr. Scarr. Mr. Nopple, E. N. Nopple. 

Mr. Dixon. Mr. Scaff, would you mind stepping back and letting 
us question Mr. English for a moment? 

Senator Keravuver. Just move your chair right back there, Mr. 
Scaff. 


STATEMENT OF GEORGE ENGLISH, COORDINATOR OF DEFENSE 
ELECTRIC POWER SUPPLY, OFFICE OF ASSISTANT SECRETARY 
FOR WATER AND POWER DEVELOPMENT, DEPARTMENT OF THE 
INTERIOR—Resumed 


Mr. Drxon. Mr. English, it is my recollection that you stated that 
prior to coming to the Department of Interior, as a WOC—without 
compensation—you were employed for a number of years, until retire- 
ment, by the Kansas City Power & Light Co.; is that correct? 

Mr. Enauisu. That is correct, sir. 


Mr. Drxon. When were you retired from that company ? 

Mr. Eneuisn. At the end of 1951. 

Mr. Dixon. You testified, I believe, that while you were a WOC 
employee, the Kansas City Power & Light Co. continued your salary 
payments; is that correct, sir? 

Mr. EneuisH. That is correct. 

Senator Keravuver. And that was up until—— 

Mr. Eneuisn. June 30, 1953. 

Mr. Dixon. Now, during that same time, did you get your retire- 
ment? 

Mr. Eneuisx. I did. 

Mr. Dixon. You received your regular compensation in addition 
to that? 

Mr. EnouisH. That is correct. I was not considered a regular em- 
ployee of the Kansas City Power & Light Co. after the end of 1951. 

Mr. Drxon. It is my understanding now that since July 1953 it has 
been your principal responsibility, for the Department of the Interior, 
to receive applications made with ODM for tax amortization, trans- 
mitted from ODM over to Interior, and they came to you for study and 
recommendation; is that correct ? 

Mr. Eneutsu. That is correct, sir. 

Mr. Dixon. After you had come to a decision, after you had studied 
one of these applications, what form, if any, did you use for making 
the recommendation on the application ? 

Mr. Eneuisu. We used a formula as applied 
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Mr. Drxon. I am talking now about a form and not a formula. 
What kind of a form of writing or sheet did you use in making your 
determination? What did you do mechanically ? 

Mr. EncuisH. We reviewed the application, as to what form it was 
presented in. 

Mr. Drxon. Did you have a form sheet which you attached to it? 

Mr. Enetisu. No; there was no form sheet. 

Mr. Dixon. When you worked on one of these matters, did you 
work with data sheets or anything else, rough sheets, for example? 

Mr. Enetisn. There were times we may have used some rough 
sheets, but they were not a part of the record. 

Mr. Drxon. Did you preserve them ? 

Mr. Eneuisu. No. 

Mr. Drxon. You destroyed them ? 

Mr. Enouisu. They were destroyed. 

Senator Keravuver. Mr. English, as I understand it, when you sent 
a recommendation over to ODM, you just had a notation, a summary 
on the application itself listing the percentage that you allowed, 35 
or 50 or 60 or 65, whatever it was. I asked the staff to get your work- 
sheets on these various applications that you worked on, or on some 
of them, so we could see just what your worksheet showed and where 
the statistics were, and how you had figured them. They reported 
back that there weren’t any, that apparently they had been destroyed. 

Mr. Eneuisu. Well, I think you will find the calculations which 
were transferred from any worksheet were always a part of the copy 
that went back to ODM. 

Senator Kreravuver. But they say they were not transferred. The 
only figures on the applications was the amount you finally arrived 
at, with no work sheets to show your calculations. 

Mr. Enauisu. Well, the calculation work sheet was a part of the 
attachment that went back to ODM, it was a part of the information 
and recommendation that was submitted to ODM. 

Mr. Drxon. You mean by that that your conclusions were there. 
You don’t mean your work papers. 

Mr. Eneuisu. Well, the calculations are a copy of the worksheet. 
That is the final figure. 

Mr. Drxon. It is your final figure. That is all that was there, and 
not the mechanics of how you arrived at the final figure. 

Mr. Enotisu. The mechanics of how I arrived is part of the calcu- 
lation attached to it; yes, sir. 

Senator Kreravuver. Mr. Clifford and Mr. Cole, have you been over 
these papers ? 

Mr. Cuirrorp. Yes, Senator, I have been through the complete files 
presented to us by the Department of the Interior as to the applica- 
tions of the Idaho Power Co. In discussing the files with the Depart- 
ment of the Interior, specifically with Mr. George Frye, I expressed 
astonishment that there seemed to be nothing between receipt of an 
application and supporting papers from Idaho Power Co. and the 
final recommendation. I was told by Mr. Frye that in each case, in 
every application, there would be perhaps one sheet of yellow paper 
that Mr. English would work on, and then that sheet would be de- 
stroyed. 

acter Keravver. Mr. English, what do you say about that? 
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Mr. Enauisn. Well, there would be pencilled figures that we did 
not save or did not make a part of the application. 

Senator Kerauver. What happened to those pencilled figures? 

Mr. Eneuisu. They were probably multiplications and additions 
that were thrown in the wastebasket after we got the final figure. 

Senator Krrauver. Then the only thing you sent over to the ODM 
was a final figure along with the application. You did not send along 
the multiplication and the figures you wrote on the yellow sheet of 
paper. 
; Mr. Encouisu. The formula recommendation would be the end re- 
sult, which would be the figures that would be on any yellow paper, 
would be transferred to the calculation sheet. And would be the 
-game figures that would be developed on any yellow sheet, and so 
forth. 


Mr. Drxon. You would call that a formula recommendation. That 
was the final 

Mr. Eneuisu. That was the final—and I think that speaks for it- 
self. It will indicate how it was figured and the figures that were used. 

Mr. Dixon. Let’s talk about that sheet. To whom did you send this 
formula recommendation? To whom did you send copies of that? 

Mr. Enouisu. That was attached to the recommendation that went 
to ODM. 

Mr. Dixon. Did you send anybody copies of that? 

Mr. Eneuisn. No. A copy was kept in our file and a copy went to 
ODM. 

Mr. Dixon. Did you send a copy to the applicant? 

Mr. Eneuisu. No. 

Mr. Drxon. Why didn’t you send them a copy ? 

Mr. Eneuisu. It was not required that we should send them one. 
We were only the recommending agency. We made no final decision 
on a tax certificate. 

Mr. Dixon. From July 1, 1953, to date, do you recall any instance 
wherein ODM changed the percentage recommendation by your office? 

Mr. Enauisu. Sir, I couldn’t tell you without looking at the records. 
I don’t recall any. 

Mr. Drxon. You don’t recall any? 

Mr. Eneutsn. I don’t recall any. 

Mr. Drxon. Will you check the records when you leave here? 

Senator Keravver. I think Mr. Wycoff said, and the record shows, 
that they never changed any percentage recommendation. Maybe a 
few were thrown out because of being in a target area. 

Mr. Eneauisu. That is correct; they were denied. 

Senator Kreravuver. But Mr. English’s recommendation as to the 
percentage was never changed. 

Mr. Dixon. Mr. English, I assume that on many occasions you must 
have received personal calls or telephone calls for information re- 
specting individual applications pending in your office, did you not? 

Mr. Enctisu. We may have had an occasional call asking us if we 
had received the application from ODM. 

Mr. Dixon. When you received a request for information, or re- 
ceived one of these applications, what practice did you follow with 
respect to information that was requested ? 


Mr. Eneuisu. I referred to ODM for all information on tax cer- 
tificates. 
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Mr. Drxon. In other words, you did not make any practice of giving 
out information, is that correct ? 

Mr. Enouisu. That is right. 

Senator Keravver. I am sorry to interrupt, but there is a vote and 
I shall have to leave. We will stand in recess for about 10 minutes. 

(Whereupon a short recess was taken.) 

Senator Kerauver. Mr. Dixon, suppose you proceed. 

Mr. Drxon. Mr. English, did you reveal the percentages that you 
contemplated recommending to any inquirer ? 

Mr. Encuisu. There may have been some occasion when they asked 
me; I might have told them what the approximate percentage would 
figure to. I don’t recall. There may be some instance when I have. 

Mr. Drxon. I thought you said that you did not give out that type 
of information. Now you say that there might have been some. 

Mr. Eneuisn. I didn’t give the actual percentage that would be 
granted on a certificate. 

Mr. Drxon. What exactly did you mean by your statement, there 
might have been some occasions when you gave out information of 
what you were contemplating ? 

Mr. Eneuisu. I might have said it will be better than 50 percent or 
less than 50 percent, or something to that effect. 

Mr. Dixon. Why would you give that information out ? 

Mr. Eneuisu. Well, it was asked, and there was nothing in that 
that would definitely tie the percentage down. 

Mr. Drxon. Did you discuss any of the deficiencies of applications 
with any inquirer ? 

Mr. Encuisu. What do you mean by deficiencies, sir? 

Mr. Dixon. If there was information in there that was not fully ex- 
plained or correct, did you discuss that with anyone? 

Mr. Enauisu. No. If we get a case of that kind, we would ask for 
the additional information that was required. 

Senator Keravuver. I am sorry to have to interrupt. Senator Dirk- 
sen has lodged an objection to further proceedings while the Senate is 
in session today, so we will have to recess. 

Mr. Boone. Senator, may I speak off the record. 

Senator Keravuver. All right. 

(Discussion off the record.) 

Senator Kerauver. We will stand in recess until 9: 30 in the morn- 
ing. Can we carry on with you in the morning, Mr. English ? 

Mr. Eneuisu. Yes, sir. 

Mr. Drxon. Before we recess, Mr. Boone, we have not as yet re- 
ceived the billings that were requested in the subpena. Is that ma- 
terial still being prepared ? 

Mr. Boonr. Mr. Dixon, that is quite right. And the delay is not 
intentional. The delay is simply because it takes time to do that thing 
and to check them carefully. I hope to have something in your hands— 
but I hope you do not think it is intentional. 

Mr. Drxon. No. I just wanted you to know that we were aware 
that we did not have it yet, and we would hope to have it at the first 
opportunity. 

Senator Krrauver. We will stand in recess until 9:30 in the 
morning. 

(Whereupon, at 12:03 p. m. the hearing was recessed until 9:30 
a.m., Wednesday, July 3, 1957.) 
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WEDNESDAY, JULY 3, 1957 


Unirep Srares SENATE, 
SUBCOMMITTEE ON ANTITRUST AND Monopo.y, 
OF THE COMMITTEE ON THE JUDICIARY, 
Washington, D. C. 

The subcommittee met, pursuant to recess, at 9:15 a, m.» in room 
318, Senate Office Building, Senator Estes Kefauver presiding. 

Present: Senators Kefauver (chairmen), O’Mahoney, and Carroll. 

Also present: Paul Rand Dixon, counsel and staff director; Dr. 
John M. Blair, chief economist; Philip Layton and George Clifford, 
attorneys; Ray Cole, investigator; Peter Chumbris, counsel for the 
minority; Carlile Bolton-Smith, counsel for Senator W iley. 

Senator Krravver. The committee will come to order. 

[ am glad that Senator O’Mahoney is with us. 

Mr. FE ‘nglish, when we recessed yesterd: ay you were answering some 
questions. Will you come around now, sir? 


STATEMENT OF GEORGE ENGLISH, OFFICE OF ASSISTANT SECRE- 
TARY, DEPARTMENT OF THE INTERIOR, ACCOMPANIED BY 


EDWARD D. FRYE, OFFICE OF UNDER SECRETARY OF THE 
INTERIOR—Resumed 


Mr. Enauisn. Senator, I would like to have an opportunity to 
clarify one answer I gave yesterday to a question that Mr. Dixon 
asked me. 

Senator Kerauver. All right, Mr. English. 

Mr. Eneuisu. The question was did I give any information to 
anyone. My answer was “No,” based on the premise that the question 
pertained to how I arrived at the calculation of percentages and so 
forth, and the answer to that is“No.” There was no information given 
to anyone as to the procedure that we used in arriving at a percentage 
calculation, and I assumed that that was the point in question, and 
1 answered it in that manner. 

Senator Krrauver. You were asked a question whether you gave 
any information to anyone about what you were doing. Let’s read 
the question exactly. 

Mr. Drxon. I asked you, Mr. English, whether when you got a 
request for nfonsnntabn or received one of these applications, “what 
practice did you follow with respect to information that was re- 
quested? You answered: 


I referred to ODM for all information on tax certificates. 


Mr. Drxon. You did not make any practice of giving out information, is that 
correct? 
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You said, “That is right.” Is that what you are referring to? 

Mr. Enauisu. That is right, but I assumed you were referring to our 
calculations, and so forth, and the method we used in arriving at per- 
centages, which wasn’t given to anyone. 

Senator Keravuver. Mr. English, this is a rather clear question here: 

When you received a request for information or received one of these appli- 
cations, what proctice did you follow in respect to information that was requested? 
That doesn’t seem to limit it to your method of calculation. 

Mr. Eneutsu. I think the previous testimony 

Senator Keravver. Mr. English said: 


I referred to ODM for all information on tax certificates— 
and Mr. Dixon said: 


In other words, you did not make any practice of giving out information ; is that 
correct? 
Mr. EncuisH. That is correct. 


Mr. Enettsu. I think the previous testimony was on the calculations, 
and so forth, and I still had that in my mind, and I assumed that the 
question pertained to that. 

Senator Keravuver. Let’s read the previous question : 

Mr. Dixon. Well, now, Mr. English, I assume that on many occasions you must 
have received personal calls or telephone calls for information respecting indi- 
vidual applications pending in your office ; did you not? 

Mr. ENGLISH. We may have had an occasional call asking us if we had received 
the application from ODM. 


Then follows that colloquy that I have read. I don’t find anything 
in that that might lead you to believe that you were just talking about 
the calculations that you make or how you make the calculations. 

Mr. Eneuisu. I think the previous line of questions had been along 
that line, and it was assumed we were following through. I think, 
further on in the testimony, I stated that I had given certain informa- 
tion when it was detailed. 

Senator Kerauver. Mr. English, since you answered this yesterday, 
did you talk with Mr. Cosdon or Mr. McDonald ? 

Mr. Eneuisu. No; I haven’t talked with them. 

Senator Kerauver. Whom did you talk with about it ? 

Mr. Enauisu. I talked to Mr. Frye. 

Senator Kerauver. Mr. Frye? 

Mr. Frye. Yes, sir. 

Senator Keravuver. Where is Mr. Frye? 

Mr. Frye. Here, Senator. 

Senator Kerauver. What was the purpose of talking with Mr. 
Frye? 

Mr. Enauisu. He felt that the question wasn’t answered in detail. 

Mr. Cuvumpris. I think he ought to identify himself, Mr. Chairman. 

Senator Keravuver. Mr. Frye, do you want to identify yourself ? 

Mr. Frye. I am Edward Frye, Special Assistant to the Under 
Secretary of Interior, Senator. 

Senator Kerauver. Mr. English, you said you talked with Mr. 
Frye. What did you talk to Mr. Frye about ? 

Mr. Eneuitsu. I felt I didn’t amplify my answer sufficiently to 
qualify it; that the question was very broad, and it should have been 
answered in more detail. 
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Senator Keravuver. Right after we had this colloquy that we have 
been talking about we recesed in order to allow me to go over to vote. 
Did you not talk with Mr. Cosdon during the recess / 

Mr. Enauisu. I spoke with him, passed the time of day. 

Senator Kerauver. Did you talk with him about your answer to 
the question ¢ 

Mr. Eneutsu. No, sir. 

Senator Kerauver. Mr. Frye is the only one you talked to about it? 

Mr. Enauisu. I discussed the testimony with Mr. Frye yesterday 
afternoon. 

Senator Kerauver. Mr. Frye, what was your purpose in talking 
with Mr. English ? 

Mr. Frye. When Mr. English returned from the hearing yester- 
day afternoon or about noon, we discussed what went on at the hear- 
ing held here yesterday morning, and in going over some of the ques- 
tions and answer this came up, the fact that he had said, if I remember 
correctly now 

Senator Kreravuver. That he gave out no information / 

Mr. Frye. That he had given out no information, and he said that 
the previous testimony had been along the line of calculations, and I 
think he said that Mr. Dixon had been asking, had he given out in- 
formation or calculations or had the calculations been attached to the 
paper that went to ODM, questions along that line. In talking back 
and forth between ourselves we decided that if he had answered he 
had not given out information it would be an incorrect answer, and 
that to have the record correct the first thing he should do this morn- 
ing, if he was called to the stand, was to correct that answer. 

Senator Kerauver. How would you know, Mr. Frye, whether he 
gave out information or not? Were you connected with this Depart- 
ment of Tax Amortization ? 

Mr. Frye. I am not connected with tax amortizations at the mo- 
ment. I used to be. 

Senator Kerauver. What are you connected with now? What is 
your line of work now? 

Mr. Fryer. I am now in the Office of the Under Secretary and I used 
to be in the Office of the Assistant Secretary for Water and Power 
through which these applications passed. 

Senator Keravuver. You are not under Mr. Aandahl; are you? 

Mr. Frye. Part of my work is for him, sir. 

Senator Krrauver. How long has it been since you handled tax 
certificates or you were in that Division? 

Mr. Frye. October 1955, directly. 

Senator Keravuver. October 1955. 

Mr. Frre. Part of my duties, sir, are working for Mr. Aandahl in 
matters that concern the Defense Electric Power Unit. As such I 
have daily contact with the employees in that unit. 

Senator Krravuver. At least since October 1955 you haven’t super- 
vised what information, if any, Mr. English gives out; have you? 

Mr. Fryer. No, sir; I don’t believe anybody supervises that. 

Senator Keravuver. I wonder how you happened to talk to him 
about it. Who did you talk with, Mr. Frye? 

Mr. Fryer. I talked with Mr. English, sir. 

Senator Kerauver. Who else did you talk with about it? 

94133—57—pt. 216 











856 RAPID AMORTIZATION IN REGULATED INDUSTRIES 





Mr. Frye. No one, sir. 
Senator Kerauver. You didn’t talk with anyone else about it, Mr. 
Cosdon or Mr. McDonald ? 

Mr. Frye. No, sir. 

Senator Keravuver. You talked with no one except Mr. English 
about it? 

Mr. Fryer. Mr. English, sir. 

Senator Keravver. How did you happen to talk with Mr. English 
about it? Whotold you to get in touch with him ? 

Mr. Fryer. No one told me to get in touch with him. 

Senator Krrauver. Who suggested you get in touch with him? 

Mr. Frre. No one, sir. 

Senator Krrauver. How did you happen to get in touch with him? 

Mr. Frre. Since this investigation into the Interior Department’s 
activities on tax amortization started I have been connected with it by 
assignment from the Under Secretary, because at the time most of the 
applications had been going through and during the period the power 
goal was suspended, the changes i in the power g goal, the different con- 
ferences with ODM, I have been closely connec ‘ted with it through my 
work with Mr. Aandahl, the Assistant Secretary. ( ‘onsequently I 
have continued my interest in it. 

Senator Krerauver. Have you been consulting with Mr. English 
each time he has testified up here? 

Mr. Frye. Yes, sir; if I had not been here at the time. 

Senator Keravver. About what he testified / 

Mr. Frye. Yes, sir. 

Senator Kerauver. Were you here yesterday ? 

Mr. Frye. No, sir; that is probably the reason we consulted. 

Senator Krravver. Did he seek you out or did you seek him out ? 

Mr. Frye. I believe I called him and asked him what went on at 
the hearing yesterday morning. 

Senator Kerauver. How did this conversation come up about him 
misunderstanding the question and not answering correctly ? 

Mr. Frye. That arose in the general discussion of the type of ques- 
tions that had been asked and the information that had been given 
in return. 

Senator Kerauver. You haven’t been connected down there super- 
vising, or in Mr. English’s work, since October 1955. How did you 
know whether that was correct or not ? 

Mr. Frye. I have daily contact with Mr. English, Senator. 
Senator Kerauver. What is the purpose of your contact with him? 
Mr. Frys. The work of the Defense Electric Power Unit is much 
roader than just tax amortizations. 

Senator Keravuver, Do you have daily contact with him about tax 
amortizations ? 

Mr. Frye. Not necessarily tax amortizations. They were part of 
his work. 

Senator Kerauver. What I am trying to understand, Mr. English, 
is that he and he alone handles these matters. He has a secretary. 
He testified very plainly in answer to a question that if anybody 
wanted information he referred them to ODM and that he didn’t 
give out any himself. Now, for some reason he is coming in to amend 
his testimony this morning, and it is a rather strange operation. I 
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can’t exactly see how he would get in touch with you or what you 
would know about it. 

Mr. Frye, Well, to answer that question, Senator, you probably 
have to know the background of the setup of the Defense Electric 
Power Unit in the Interior De epartment. 

Senator Krerauver. It hasn’t been the Defense Electric Power Unit 
since 1953. 

Mr. Frye. Yes, it has been the Defense Electric Power Unit since 
1953. Before that it was Defense Electric Power Administration, 
entirely separated from Secretary Aandahl’s office. The DEPA was 
taken over by Secretary Aandahl. I was in the office at that time and 
the administrative details were handled through me as to the per- 
sonnel, what the functions would be and how carried out. Since that 
time, after I transferred to the Under Secretary’s office, I still con- 
tinue doing some work along with the personnel in the Defense Elec- 
tric Power Unit. 

Senator Kerauver. But the testimony here is undisputed that this 
tax amortization work in the Interior Department has been handled 
since July 1953 exclusively by Mr. English as a one-man team, to- 
gether with a secretary. That is what you have testified, isn’t it, 
Mr. English ? 

Mr. Enouisu. That is right. 

Senator Kerauver. So that the inference from the testimony is 
that Mr. English handles this by himself and that he has not relied 
upon anyone else; that there has not been daily consultation with you 
about it. So I am just wondering why you would be in touch with 
him or why he would be in touch with you. 

Mr. Eneuisu. Senator, in working closely with the Power Unit, 
particularly on matters involving civil defense and ODM, what we 

call 1-13 functions, which are assignments of responsibility, it is 
vethebi inevitable, I think, in any office that in discussing those mat- 
ters other matters in the office may also be discussed. ‘Tax amorti- 
zations had been discussed many times. 

Senator Krrauver. Mr. English, the change in your position here 
couldn’t be a result of your learning that we now have letters that 
show you were in intimate and frequent contact with Ebasco and gave 
out frequent information to Ebasco, could it ? 

Mr. Enarisu. I wasn’t aware that there were any such letters, 
Senator. 

Senator Kerauver. Mr. Cosdon didn’t tell you that yesterday ? 

Mr. Eneuisu. No, sir. 

Senator Kerauver. You don’t think the information that we now 
have in these letters showing that your previous testimony was in- 
correct had any effect on your change of position here today ? 

Mr. Eneuisn. I don’t think I have changed my position. I think 
it needs a little expanding, sir, to amend it. There are two phases 
of it and my answer is entirely correct. One, as to the form or the 
method we use in arriving at percentages which was not divulged to 
anyone. The other information is if I were asked when the tax 
certificate would be issued, my answer would be that I do not know; 
they would have to go to ODM. So there are certain phases of the 
question which I considered at this time as being very broad and I 
didn’t go into in detail. There were other phases which include in- 
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formation that would be asked of me. They might ask ODM what 
position their application was in, and ODM might say it has been 
referred to 'the Interior for a recommendation. I might have received 
a call and asked what position Interior was taking in the application. 
I might tell them that it hadn’t been reviewed and it would be re- 
viewed in a week or 10 days or such a matter of time. 

Senator Keravuver. Mr. English, all through this testimony you 
have been saying that you were just a technician; that you just figure 
these things and pass them on. All through this testimony your 
answers are that whenever asked that you were just a technician, 
you didn’t give out information, that was somebody else’s function, 
and now it looks as if you have found out, Mr. Frye has found out, 
or somebody has found out, that we have letters showing that is in- 
correct, that there is a shifting of position. 

Mr. Eneuisu. Senator, information of that type, I think, is general 
information, and I think it is a courtesy to give a person that would 
ask you a direct question, if you have an application, an answer, “Yes, 
sir, I have the application.” “Have you processed it?” “Yes, sir, 
I have,” or “No, sir, I have not.” I think they are entitled to that, 
and I don’t think that can be considered as giving out information. 

Senator Keravuver. Do you think the fact, Mr. Frye, that we now 
have the letters showing that Mr. English has been giving Ebasco 
information from time to time of a helpful nature has had anything 
to do with you getting in touch with him or your talking with him 
about this ? 

Mr. Fryer. No, sir. 

Senator Keravuver. Did you make this general information avail- 
able to the public, Mr. English ¢ 

Mr. Eneuisu. That type of information was available to anyone 
that might ask me for it. 

Senator Kerauver. So where Mr. Dixon said, “In other words, you 
do not make any ractice of giving out information, it thas correct?” 
you answered, ° That is right.” Do you want to amend that answer? 

Mr. Eneuisu. I don’t think the question was answered fully at that 
time, Senator. 

Senator Kervver. All right, Mr. English. You see, the thing that 
we have been concerned about here, Mr. English, is that Ebasco had 
a larger number of certificates approved than other power companies. 
The percentages were on the average considerably higher and the 
percentages are of tremendous importance whether they are 35 per- 
cent, or 40 percent, or 45 percent. It makes an awful lot of differ- 
ence. We have even broken it down to Ebasco companies and non- 
Ebasco companies in a particular State, and even in those States 
usually the Ebasco companies received better consideration. 

For instance, just to show the importance of this, on a 3314-year 
basis, not on a 50-year basis, we asked Mr. Browne, of our stall, to 
show the benefit to the company and the cost to the taxpayer using 
the Rainwater formula. Of course, it would be less if the more 
liberalized amortization were used, but this illustrates a point. 

Assuming an expansion costing $10 million and a normal straight 
line depreciation period of 3314 years, the following calculation shows 
briefly the benefits in costs. The calculations are based on the formula 
used by Mr. Russell C. Rainwater, Chief Accountant of the Federal 
Power Commission. 
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Thirty-five percent tax amortization on $10 million property for 
3314 years, the benefit to the company would be figured at $5,416,788, 
and the cost to the taxpayer would be $1,854,712. 

At 50 percent, it would be $7,738,268 benefit to the company, and 
$2,649,589 cost to the taxpayer. 

At 65 percent it would be $10,059,749 benefit to the company and 
$3,444,465 cost to the taxpayer. 

In other words, every 5 percent on the $10-million allowance is 
worth $773,827. So whether you recommend 35 or 50 or 65 percent 
makes a tremendous amount of difference to the taxpayer and also 
to the company. We were trying to find the explanation of why 
the Ebasco companies were approved by a larger percentage and why 
you figured the allowances for them on a higher percentage basis than 
you did on an average for the other companies. 

All right, Mr. Dixon. 

Mr. Cuumpris. Mr. Chairman, at this point in the record, since 
you brought up the Rainwater calculation, could we have inserted in 
the record the exhibit that was produced by Senator Capehart on 
Thursday, June 20, 1957, at page 8815 in the Congressional Record, 
which gives the calculations be one Jacob Friedman, a business and 
engineering consultant, Washington, D. C., who has the formula 
that was used by Rainwater on the 50-year period, using the exact 
figures, and getting at a diametrically opposed view as to the cost 
to the taxpayer and the value to the receiver of the tax amortization 
certificates ? 

Senator Keravuver. All right, let it be made a part of the record, 
and printed in the appendix of the record. This statement that I have 
just read will be made a part of the record also. 

Mr. Cuvumris. Mr. Chairman, I think it would be better if it fol- 
lows immediately after that statement so whoever reads it will be 
able to view them both at the same time rather than in the appendix. 
It is not very long. 

Senator Keravuver. All right, let it follow the statement. 

(The documents follow :) 

COMMITTEE ON THE JUDICIARY, 
SUBCOMMITTEE ON ANTITRUST AND MONOPOLY, 
July 1, 1957. 
Memorandum : 
To: John M. Blair, Chief Economist. 
From: E. Wayles Browne, Jr. 


Subject: Benefits to the company and costs to the taxpayers of various per- 
centages of tax amortization. 

Assuming an expansion costing $10 million and a normal straight-line depre- 
ciation period of 33% years, the following tabulation shows briefly the benefits 
and the costs. The calculations are based on the formula used by Mr. Russell 
C. Rainwater, Chief Accountant of the Federal Power Commission. 





Tax amortization percentage Benefit to | Costs to tax- 
company payers 


$5, 416, 788 $ 
738, 268 


059, 749 
773, 827 


1, . 
2, 648 
3, 444, 46! 





It should particularly be noted that the maximum allowance of 65 percent re- 
sults in a benefit to the company of slightly more than the total cost of the ex- 
pansion over the normal life of the installation. 
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Senator Keravuver. All right, Mr. Dixon, you may proceed. 

Mr. Drxon. Mr. Chairman, before we start I want to congratulate 
Mr. Frye on improving his memory. The last time you were here, 
Mr. Frye, you were asked whether or not you remembered the opposi- 
tion that Interior exhibited to expansion of the goal in 1955 and you 
said you didn’t remember. 

Mr. Fryer. I believe, sir, you asked me a question about something 
that had taken place 2 years ago. My memory is considerably better 
today for one good reason, we discussed this yesterday. 

Mr. Drxon. You had reviewed the files with Mr. Clifford, though, 
before you were asked that question, and you didn’t remember at that 
time. 

Mr. Frye. I had not reviewed the files with Mr. Clifford. I had 
from the files, the Secretary’s central files, all letters between ODM 
and Interior relating to the power goal which were handed to Mr. 
Clifford and Mr. Cole. 

Mr. Drxon. Mr. Clifford, did you not have a conversation with Mr. 
Frye pertaining to the expansion of the goal in 1955 and the position 
of the Interior De artment ? 

Mr. Currrorp. I did. 

Mr. Drxon. What did Mr. Frye say to you, sir? 

Mr. Cutrrorp. I said, “I note that finally Interior changed its posi- 
tion.” He said, 


Well, when the administration wants it, the Department changes its position. 


Mr. Drxon. Do you recall that, Mr. Frye? 
Mr. Frre. I don’t recall those words in particular, no. I will agree 


that would be my conclusion, however. 

Senator KEFAUVER. Mr. Frye, now that you have refreshed your 
memory, it is not true that Interior did oppose the upping of the goal ? 

Mr. Frre. Interior had been opposed to upping of the goal under 
certain conditions. 

Senator Keravuver. Did it not oppose it when raised from 117 to 
150 million kilowatts ? 

Mr. Frye. I do not recall any correspondence in the Department’s 
files where the Department actually opposed the raising of the goal to 
specifically 150 million kilowatts. The Department quite consistently 
recommended that the goal be closed with certain exceptions for scope 
amendments, completing the applications on file, and things along 
that line. 

I think it is set out in the correspondence that we furnished the 
committee that that had been the Department’s recommendation. 

Mr. Drxon. Was it the position of the Department that the goal be 
kept at 116 million plus the 1 million for atomic energy, including the 
atomic energy allowance? 

Mr. Frye. That is correct, of which that is only 800,000. 

Mr. Dixon. Thank you, Mr. Frye. 

Mr. English, just exactly what type information did you give out 
to those people that oe of you pertaining to the application that 
was sedan ing in your office? 

Mr. Enetisx. I would receive calls from various companies asking 
had the applications been referred to me for consideration, and I as- 
sume most of those calls had been made originally to ODM, and they 
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had passed the information that it was now in the hands of the De- 
partment of Interior for recommendation. So they called me and 
asked me what position their application was in, whether it was ac- 
ceptable in the form it was presented or whether I had recommended 
or when it would be recommended to ODM. There were other calls 
for time extensions that had been referred to me for approval, and 
I have been asked whether they meet the requirements for the grant- 
ing of a time extension and had I approved such an extension, or 
would I approve such an extension, and that was the type of question 
that was asked me. In some cases where I had completed my calcu- 
lation and referred it back to ODM, they asked me had I arrived 
at any percentages. If the application had been completed and 
referred back, I told them in some cases that I had arrived at a per- 
centage for the application. 

Mr. Dixon. Do you mean that if you were asked had you com- 
pleted your study and what recommendation as to percentage you had 
made, that you would tell them ? 

Mr. Eneuisu. In some cases I have told them; yes. 

Mr. Drxon. You knew that you had testified, based on your ex- 
perience, that your recommendation was accepted by ODM and you 
still told them that; is that your testimony ! 

Mr. Enatisn. It is no policy statement that I can make that it 
would be accepted by ODM. That would be their judgment as to 
whether they accepted my recommendation or not. They had the 
final acceptance in the issuance of the certificate. In no case could 
I tell them when their certificate would be granted or what per- 
centage the certificate would carry. 

Senator Kerauver. Let’s get that straight, now. In no case did 
you tell them what the percentage that you were recommending was 
going to be? 

Mr. Eneuisu. No, Senator. I said in no case could I tell them 
what percentage would be issued on the certificate as granted by 
the Office of Defense Mobilization. I had no control over that. 

Senator Kerauver. You have already testified, and the record 
shows, that they never overruled you on the matter of percentage. 

Mr. Eneuisu. That is right. 

Senator Keravver. All right. So it would be the same thing, as 
a matter of practice—what you recommended would be what they 
granted? ‘That always follows; doesn’t it? 

Mr. Eneuisn. I assume that would be the percentage that the cer- 
tificate would carry. 

Mr. Drxon. Mr. English, it has been firmly established in this 
record heretofore that Interior was the delegating agency for making 
such recommendations, and it has been well established that you were 
practically the sole official responsible for that recommendation; isn’t 
that correct, sir? 

Mr. Eneutsn. That is correct, sir. I think we should go back. 
During the time of the Defense Electric Power Administration the 
practice in giving out information was nothing new. It had been 
done continuously from the time that the Defense Electric Power 
Administration was established; that any company that would come 
in and seek that information, it was available to them. There was no 
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Senator Keravuver. All right, Mr. Dixon, you may proceed. 

Mr. Drxon. Mr. Chairman, before we start I want to congratulate 
Mr. Frye on improving his memory. The last time you were here, 
Mr. Frye, you were asked whether or not you remembered the oppogi- 
tion that Interior exhibited to expansion of the goal in 1955 and you 
said you didn’t remember. 

Mr. Frye. I believe, sir, you asked me a question about somethi 
that had taken place 2 years ago. My memory is considerably better 
today for one good reason, we discussed this yesterday. 

Mr. Drxon. You had reviewed the files with Mr. Clifford, though, 
before you were asked that question, and you didn’t remember at that 
time. 

Mr. Frre. I had not reviewed the files with Mr. Clifford. I had 
from the files, the Secretary’s central files, all letters between ODM 
and Interior relating to the power goal which were handed to Mr, 
Clifford and Mr. Cole. 

Mr. Drxon. Mr. Clifford, did you not have a conversation with Mr, 
Frye pertaining to the expansion of the goal in 1955 and the position 
of the Interior Department ? 

Mr. Cuirrorp. I did. 

Mr. Dixon. What did Mr. Frye say to you, sir? 

Mr. Currrorp. I said, “I note that finally Interior changed its posi- 
tion.” He said, 


Well, when the administration wants it, the Department changes its position. 


Mr. Drxon. Do you recall that, Mr. Frye? 

Mr. Frre. I don’t recall those words in particular, no. I will agree 
that would be my conclusion, however. 

Senator Keravuver. Mr. Frye, now that you have refreshed your 
memory, it is not true that Interior did oppose the upping of the goal! 

Mr. Frye. Interior had been opposed to upping of the goal under 
certain conditions. 

Senator Keravuver. Did it not oppose it when raised from 117 to 
150 million kilowatts ? 

Mr. Frye. I do not recall any correspondence in the Department's 
files where the Department actually opposed the raising of the goal to 
specifically 150 million kilowatts. The Department quite consistently 
recommended that the goal be closed with certain exceptions for scope 
amendments, completing the applications on file, and things along 
that line. 

I think it is set out in the correspondence that we furnished the 
committee that that had been the Department’s recommendation. 

Mr. Drxon. Was it the position of the Department that the goal be 
kept at 116 million plus the 1 million for atomic energy, including the 
atomic energy allowance? 

Mr. Frye. That is correct, of which that is only 800,000. 

Mr. Drxon. Thank you, Mr. Frye. 

Mr. English, just exactly what type information did you give out 
to those pee that inquired of you pertaining to the application that 
was pending in your office ? 

Mr. Eneuisu. I would receive calls from various companies asking 
had the applications been referred to me for consideration, and I as- 
sume most of those calls had been made originally to ODM, and they 
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had passed the information that it was now in the hands of the De- 
partment of Interior for recommendation. So they called me and 
asked me what position their application was in, whether it was ac- 
ceptable in the form it was presented or whether I had recommended 
or when it would be recommended to ODM. ‘There were other calls 
for time extensions that had been referred to me for approval, and 
Ihave been asked whether they meet the requirements for the grant- 
ing of a time extension and had I approved such an extension, or 
would I approve such an extension, and that was the type of question 
that was asked me. In some cases where I had completed my calcu- 
jation and referred it back to ODM, they asked me had I arrived 
at any percentages. If the application had been completed and 
referred back, I told them in some cases that I had arrived at a per- 
centage for the application. 

Mr. Drxon. Do you mean that if you were asked had you com- 
pleted your study and what recommendation as to percentage you had 
made, that you would tell them ¢ 

Mr. Eneuisu. In some cases I have told them; yes. 

Mr. Drxon. You knew that you had testified, based on your ex- 
perience, that your recommendation was accepted by ODM and you 
still told them that; is that your testimony ?¢ 

Mr. Eneuisu. It is no policy statement that I can make that it 
would be accepted by ODM. That would be their judgment as to 
whether they accepted my recommendation or not. They had the 
final acceptance in the issuance of the certificate. In no case could 
I tell them when their certificate would be granted or what per- 
centage the certificate would carry. 

Senator Keravver. Let’s get that straight, now. In no case did 
you tell them what the percentage that you were recommending was 
going to be ? 

Mr. Encuisu. No, Senator. I said in no case could I tell them 
what percentage would be issued on the certificate as granted by 
the Office of Defense Mobilization. I had no control over that. 

Senator Kerauver. You have already testified, and the record 
shows, that they never overruled you on the matter of percentage. 

Mr. Enouisu. That is right. 

Senator Kerauver. All right. So it would be the same thing, as 
a matter of practice—what you recommended would be what they 
granted? That always follows; doesn’t it? 

Mr, Enerisu. I assume that would be the percentage that the cer- 
tificate would carry. 

Mr. Dixon. Mr. English, it has been firmly established in this 
record heretofore that Interior was the delegating agency for making 
such recommendations, and it has been well established that you were 
practically the sole official responsible for that recommendation; isn’t 
that correct, sir ? 

Mr. Encuisu. That is correct, sir. I think we should go back. 
During the time of the Defense Electric Power Administration the 
practice in giving out information was nothing new. It had been 
done continuously from the time that the Defense Electric Power 
Administration was established; that any company that would come 
mand seek that information, it was available to them. There was no 
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security on any of the records. So if the question was asked directly 
by the company or their duly appointed representative, that informa. 
tion was available to them. 

Mr. Drxon. Well, sir, I would like to call Mr. McDonald and Mr, 
Cosdon up to the table, please, Senator. 

Senator Keravver. Sit right back of them there, Mr. English. 

Mr. Drxon. Mr. Chairman, I might state that Ebasco Services 
Inc., returned some two trunkloads of information and documents 
in response to our subpena, and that information has been gone 
through and from that material have been selected certain documents 
bearing on this point. If you will, sir, I would like to point out 
some of those documents and call them to the attention of the prin- 
cipal writers who appear to be Mr. C. R. McDonald and Mr. Walter 
Cosdon, bearing on the point as to percentages of recommendations; 
that is, the recommendation that has been made by Interior Depart- 
ment. 

We have selected certain letters. I would like to have these letters 
made a part of the record, but I would only point out the pertinent 
paragraphs in those letters and call them to your attention. 

Senator Kerauver. Suppose you take the letters around to where 
they can identify them, and then they will be made a part of the 
record as you identify them. 

Mr. Drxon. I think that I will read them, sir, and ask them ques- 
tions. They have copies, I believe, of these letters. We can refer 
to them by number. 


STATEMENT OF C. R. McDONALD, STAFF ASSISTANT, AND WALTER 
COSDON, MANAGER, WASHINGTON OFFICE; EBASCO SERVICES, 
INC., ACCOMPANIED BY JAMES L. BOONE AND HARRY A. POTHE, 
JR., COUNSEL 


Mr. Boone. Just give us the code number, that is all. 

Mr. Drxon. The first letter is K-344. 

This is a letter dated November 4, 1955, addressed to Mr. R. B. 
Carpenter, treasurer, Carolina Power & Light Co., 336 Fayetteville 
Street, Raleigh, N. C., signed “C. R. McDonald.” It is re Necessity 
Certificate Application—Cape Fear Steam Electric Station Unit 
No.6. It has this pertinent sentence in it: 

I understand that this recommendation will be of an affirmative nature, 


certifying 60 percent of the total cost but probably excluding the $50,000 land 
expenditure. 


That followed the comment that Interior had completed the proe- 


essing. 

Now, Mr. McDonald, I would like to ask you particularly on each 
one of these documents, and I will start with this one, for you to 
write that letter on November 4, 1955, you would have had to have 
= that information from someone. Whom did you obtain it 

rom % 


Mr. McDonatp. As the company representative, the representative [ 
of the Carolina Power & Light Co. in this matter, I obtained it from | 


Mr. English. 
Mr. Drxon. You called Mr. English ? 
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Mr. McDonatp. Yes, sir. 

Mr. Dixon. Was it by phone or did you go down to see him? 

Mr. McDonatp. I don’t recall, sir; both were involved. 

Mr. Dixon. Did you ask him pointblank if it had been processed 
and what his recommendation was on percentage; is that it? 

Mr. McDona.p. Yes, sir; as the company representative, why, I 
did. Iam sure I was entitled to it. I am sure it was the company’s 
business. 

Mr. Dixon. You didn’t misquote him; he did tell you that? 

Mr. McDonaup. As far as I know I did not misquote him; no, sir. 

Senator Kuravuver. The letter may be made a part of the record. 

(The letter follows :) 

Re necessity certificate application—Cape Fear steam electric station, unit No. 
6—TA-30608. 


NOVEMBER 4, 1955. 
Mr. H. B. CARPENTER, 


Treasurer, Carolina Power & Light Co., 
$36 Fayetteville Street, Raleigh, N.C. 


Deak Mr. CARPENTER: This is to advise that I have followed the subject tax 
amortization application at both ODM and the Department of the Interior since 
the time it was filed. I have learned recently that the processing of applica- 
tion in the Department of the Interior is just about complete, and is now 
awaiting its final check in the Solicitor’s office before being returned to ODM 
with the Interior Department’s recommendation. I understand that this recom- 
mendation will be of an affirmative nature, certifying 60 percent of the total 
cost but probably excluding the $50,000 land expenditure. 

I will continue to stay in close touch with this application and advise you 
immediately should any questions arise. 

Very truly yours, 
C. R. McDonaA.p. 


Mr. Dixon. I point out now document K-347. This is a letter to 
Mr. H. B. Parris, vice president and treasurer, Dallas Power & Light 
Co., and it is signed by you, Mr. McDonald, dated May 9, 1955. 

This letter here, without reading it, advises of an interview with 
Mr. English, about early filing, not being too specific as to schedule of 
completion, and generalization as to location. Did he give you that 
advice, that this company should file as early as possible and general- 
ize as to locations? 

Mr. McDona.p. Let me read the letter, sir. 

Mr. Dixon. I wish you would. 

Mr. McDonald, on page 2 of that letter, the top of the page, this 
sentence appears: 

Mr. English advises that an early application is still in order if the general 
area of the plant site can be stated. He indicates that the industrial dispersion 
factor could in most cases be satisfied on an area disclosure thus making the 
actual site information of lesser importance. 

Did you get that advice from Mr. English ? 

Mr. McDonatp. Just a minute, sir, I am reading the entire letter. 

I am sorry to take so much time, but I did have to read the whole 
thing. 

_This inquiry that we made to Mr. English was not on a specific plant, 

sir. For some time previous to this we had represented the Dallas 
Power & Light Co. on their tax amortization matters. This was in 
May of 1955. I don’t recall at that time whether the goal had just 
been expanded and reopened or whether it was about to be. 
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Mr. Drxon. It had been expanded and reopened on April 15, 1955, 

Mr. McDonatp. All right, sir. Then we were in the beginning of 
the expanded period. The Dallas Power & Light Co. obviowl ein 
plans or were in the process of making plans for future construction, 
as this indicates, in the year of 1958, 3 years subsequent to the date of 
my letter. They were asking the question on the basis, no doubt, we 
are considering submitting an application for a necessity certificate 
regarding this future construction, our plans at this point are not 
definite, our engineering isn’t complete, we are uncertain as to site 
location, but we know we are going to need that generation, or we ar 
thinking of that generation to go into service about that time. I wag 
requested as their representative to discuss the matter with the people 
in Government having to do with tax amortization, which I did, | 
said this. 

Mr. Drxon. The letter speaks for itself. 

Mr. McDonatp. Let me use it to answer the question, sir. 

Mr. Drxon. My question was of you, Mr. McDonald. Did you get 
that advice from Mr. English that you wrote in this letter / j 

The letter speaks for itself, sir. 

Mr. McDonatp. All right, sir, let me answer the question. 

Mr. Dixon. Answer it yes or no; did you get the information from 
Mr. English ? 

Senator Keravuver. If you can answer that, say whether you did 
or not, and then make any explanation you want. 

Mr. McDonatp. All right, sir. I received certain information out 
of the discussion I had with Mr. English and reported it in this letter 
to the company, and in addition the information that I reported was 
based on at that time not only the specific conversation with Mr, 
English, but approximately 4 years of experience in tax amortization 
matters. 

Now, I said this: 


We are advised, generally speaking— 
and again this is a general thing— 


it is to the advantage of the applicant to file the tax amortization application as 
soon as sufficient facts are available to supply the required information called 
for in the application. The reason for this is that an expansion goal has been 
set up with definite limits as to quantity and time (150 million kilowatts to 
expire at the end of 1958) and thus each application for new generation is 
charged against the total goal, as received, thus “earmarking” for that company 
the kilowatts called for in each application. 


Now, regarding the question you raised on site location and indus 
trial dispersion, 


Mr. English advises that an early application is still in order if the general 
area of the plant site can be stated— 
and that is the general area. 


Now, bear in mind, we are talking about a company who has definite 
bounds, a definite service area. In other words, 


He indicates that the industrial dispersion factor could in most cases be satisfied 


on an area disclosure thus making the actual site information of lesser impor: 
tance. 


Now, generally, in my experience with tax amortization matters, 
that is a correct statement, but I went on to say: 
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My own opinion in this regard— 
and that is my own— 


is that you may be called upon to furnish more specific information as to plant 
site due to your service area being confined as it is. 

The Dallas Power & Light Co. service area at that time was confined 
tothe county of Dallas, Tex. Then I goon: 

In this regard I have in mind the industrial dispersion questions which arose 
over the Mountain Creek No. 6 addition in June 1953. 

In other words, on a previous application the question of industrial 
dispersion in Dallas County had arisen. I said: 

You will recall that there had been a question raised as to the location of this 
unit in Dallas, and DEPA, while defending the location generally, was to have 
contacted you for additional information. 

Then I went on to say that my records do not disclose what hap- 
pened in that regard, but the er of my comment was to recall 
to their attention that they probably would have a problem in con- 
nection with the site location, therefore they certainly should exercise 
caution and consider that they may be in an area where that had been 
spelled out asa target area, something of that sort. 

Senator Krrauver. Now, Mr. McDonald, I appreciate your ex- 
planation. 

Let the letter be made a part of the record. 

Mr. Dixon. It may be made a part of the record, as the Chair 
would suggest. My question was, Was this information as you have 
stated here secured from Mr. English ? 

Mr. McDonatp. In part and on the basis of my experience gener- 


ally with tax amortization and on my knowledge of the company’s 
plans. 

Senator Keravuver. In other words, the information you attributed 
to Mr. English you received from Mr. English? That is the point of 
the question. 

Mr. McDonatp. With the comments I made, Senator, yes, sir. 

(The letter is as follows :) 


May 9, 1955. 
Mr, H. B. Parris, 


Vice President and Treasurer, Dallas Power & Light Co., 
Dallas, Tez. 


Deak Mr. PArris: Mr. Cosdon and I have discussed with Mr. George English, 
of the Department of the Interior, the question of the best time to make appli- 
cation for a necessity certificate on a plant for inservice in 1958. We are 
advised that, generally speaking, it is to the advantage of the applicant to file 
the tax-amortizaion application as soon as sufficient facts are available to supply 
the required information called for the application. The reason for this is 
that an expansion goal has been set up with definite limits as to quantity and 
time (150 million kilowatts to expire at the end of 1958), and thus each appli- 
cation for new generation is charged against the total goal, as received, thus 
earmarking for that company the kilowatts called for in each application. 

As you will recall from previous certificates issued to your company, the 
Standard form calls for construction to start within 6 months from the date of 
the certificate. We have known this form to be used even though the applica- 
tion plainly stated that construction would start several months after the 6 
months’ period referred to above. In such cases ODM would grant an extension 
for start of construction, but a specific request would be required of the appli- 
cant. In order to avoid a situation of this type, a construction schedule could 
be submitted with the application, with the request that the certificate be 
issued in conformance to such schedule for start-of-construction purposes. Of 
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course, we recognize that a schedule may not be readily available so far ahéag 
but, in any event, early filing does appear to have merit. 

We also discussed with Mr. English the question of submitting an application 
for a new plant where the site has not definitely been determined. Mr. English 
advises that an early application is still in order if the general area of the plant 
site can be stated. He indicates that the industrial-dispersion factor could jp 
most cases be satisfied on an area disclosure, thus making the actual site infop. 
mation of lesser importance. My own opinion in this regard is that you may he 
called upon to furnish more specific information as to plant site due to your sery. 
ice area being as confined as it is. In this regard I have in mind the industria}. 
dispersion questions which arose over the Mountain Creek No. 6 addition jp 
June 1953. You will recall that there had been a question raised as to the loca- 
tion of this unit in Dallas, and DEPA, while defending the location generally, 
was to have contacted you for additional information. My records do not indi. 
cate that this was ever done. Nevertheless, it does give substance to my thinking 
that plant site within your service area could be of greater importance thay 
indicated on a general basis by Mr. English. 

We believe, however, that the general suggestion made by Mr. English might 
well be followed, thus getting on record with the new generation you expect 
to bring into service. If the industrial-dispersion question should arise, detailed 
information could be submitted at a later time without jeopardizing your right 
to the certificate. 

Very truly yours, 


C. R. McDonanp, 


Mr. Drxon. Senator, if you please, I have at this point a series of 
letters addressed to Mr. M. E. Whitaker, controller, the Empire Dis- 
trict Electric Co., and they are all signed by Mr. McDonald. They are 
K-360, 361, and 362. 

Senator Keravver. Let the letters be made a part of the record, 
and they speak for themselves. 

Mr. Dixon. I would like to point out the pertinent sentence or two 
in each one of them, sir. 

December 22, 1955, letter, paragraph 1; the second sentence says 
that the matter has been checked with Interior Department on Decem- 
— 21 in regard to two tax-amortization applications mentioned 
above. 


I was advised that the material which you submitted in the most recent filings 
is completely satisfactory and an affirmative recommendation on each applica- 
tion has been reached. At the moment I have not learned the percentage rec- 
ommended but hope to have that information for you within a few days. 


The second letter, dated January 4, 1956, to Mr. Whitaker, states: 


On January 3 I checked with Mr. English in the Department of the Interior in 
regard to the status of your applications for necessity certificates. I am advised 
that they are still being held in the Office of the Solicitor at the Department of 
the Interior. This, of course, is the same as I reported to you in my letter of 
December 22; however, in view of the holiday season and the slowness with 
which routine matters move at this time, the delay does not indicate any diff- 
culty. From what I gathered from Mr. English yesterday, he expects that they 
will move in the very near future. 


The third letter, January 27, 1956, to this same person, has a last 
paragraph in the letter that states: 

It is my understanding that recommendations have been made to grant 60 per- 
cent certification in both cases. 

I will ask you, with respect to all three of those letters, Mr. Me- 
Donald, if that information was obtained by you from Mr. English! 

Mr. McDonatp. As company representative, as matters pertaining 
to the company’s own application, yes, sir. 
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(The three letters follow :) 


DECEMBER 22, 1955. 

Re Necessity certificate applications: TA-30398, unit No. 9, Riverton steam 

electric generating plant and 7 miles 161-kilovolt transmission line; TA- 

30906, transmission facilities in State of Missouri to serve Aerojet-General 

Corp. 
Mr. M. E. WHITAKER, 

Controller, the Empire District Electric Co., 

Joplin, Mo. 
Dear Mr. WHITAKER: This is to advise that I checked the Department of the 
Interior on December 21 in regard to the two tax-amortization applications 
mentioned above. I was advised that the material which you submitted in the 
most recent filings is completely satisfactory, and an affirmative recommendation 
on each application has been reached. At the moment I have not learned the 
percentage recommended but hope to have that information for you within a few 
ays. 
: The applications and recommendations today are in the Solicitor’s Office of the 
Department of the Interior, and from there will be forwarded to the Office of 
Defense Mobilization for final processing. I believe that it may be several weeks 
yet before the above cases are completed, but the most critical phase of the 
review has been completed satisfactorily. 
With best wishes for the Christmas season. 
Sincerely yours, 


Cc. R. McDonatp. 


JANUARY 4, 1956. 
Re Necessity certificate applications: TA-30398, unit No. 9, Riverton steam elec- 
tric generating plant and 7 miles 161-kilovolt transmission line; TA-—30906, 
transmission faciilties in State of Missouri to serve Aerojet-General Corp. 
Mr. M. E. WHITAKER, 
Controller, the Empire District Electric Co., 
Joplin, Mo. 

Dear Mr. WHITAKER: On January 3 I checked with Mr. English in the Depart- 
ment of the Interior in regard to the status of your applications for necessity 
certificates. I am advised that they are still being held in the Office of the 
Solicitor at the Department of the Interior. This, of course, is the same as I 
reported to you in my letter of December 22; however, in view of the holiday 
season and the slowness with which routine matters move at this time, the 
delay does not indicate any difficulty. From what I gathered from Mr. English 
yesterday, he expects that they will move in the very near future. 

Very truly yours, 
©. R. McDonatp. 


JANUARY 27, 1956. 
Re necessity certificate applications: TA-30398—Unit No. 9—Riverton steam 
electric generating plant and 7 miles 161-kilovolt transmission line; TA-— 
30906—Transmission facilities in State of Missouri to serve Aerojet-General 

Corp. 

Mr. M. R. WHITAKER, 
Comptroller, the Empire District Electric Co., 
Joplin, Mo. 

Deak Mr. WHITAKER: This is written to bring you up to date in regard to 
the progress being made by subject tax-amortization applications. 

Application No. 30398, covering the generating unit and 7 miles of transmis- 
sion line, is still being held in the Solicitor’s Office at the Department of the 
Interior. It is my understanding that they are experiencing no difficulty with 
the application, the delay being due mainly to the volume of work in that Office. 

The application covering major portion of transmission, TA-30906, has been 
forwarded to ODM for final action. 

It is my understanding that recommendations have been made to grant 60- 
percent certification in both cases. 

Very truly yours, 


C. R. McDonaALp. 
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Mr. Drxon. All right, sir. Now, with respect to a letter dated 
September 18, 1956, K-377, addressed to Mr. J. A. Keeth, vice presi. 
dent, Kansas City Power & Light Co—that is your old company, 
isn’t it, Mr. English ? 

Mr. Eneuisu. That is right, sir. 

Mr. Drxon. It is signed by Mr. McDonald, and it states this—it is 
a short paragraph : 

This is to advise that request for amendment of certificate in subject matter 
has been forwarded from the Office of Defense Mobilization to the Department 
of the Interior. In a conversation with Mr. English yesterday, I learned that 
he has reviewed the request and is in the process of writing his recommendation 
in the matter. There seems to be every indication that the amendment will be 
granted as requested. 

You talked with Mr. English before you wrote that letter, J as. 
sume; didn’t you, Mr. McDonald? 

Mr. McDonatp. I not only talked to Mr. English before I wrote 
the letter, but I had reviewed the amendment and I had filed it 
with ODM, as I had filed the application. 

Mr. Dixon. You used Mr. English’s name in each of these letters, I 
asusme, for the purpose of advising the recipient of the letter that 
you had talked to him or had been im contact with him; is that the 
reason for his name appearing in these letters ¢ 

Mr. McDonap. The reason for his name appearing in these letters 
is due to the fact that Mr. English, as you have brought out, was 
the person responsible for such matters in the Department of the 
Interior. The company had no other person in the Department of 
Interior or the delegate agency at that time to approach to ask about 
its application. 

Mr. Dixon. The point is, did you approach him on that ? 

Mr. McDona.p. Let’s get it»straight. This amendment was in 
regard to a change in the construction of the transmission line which 
had already been certified. The transmission application or the 
project as originally engineered called for steel towers, steel-tower 
construction. Because of the steel situation at the time, because of 
engineering factors in the company’s own business or their own 
knowledge, they decided to change the line to wood-pole construction, 
and naturally they filed an amendment to their application for 
identification of the project. 

(The letter follows: ) 


SEPTEMBER 18, 1956. 
Ke necessity certificate TA-30537, transmission facilities from Montrose Statiun 
to Kansas City. 
Mr. J. A. KEETH, 
Vice President, Kansas City Light € Power Co., 
1330 Baltimore Avenue, Kansas City, Mo. 

Dear Mr. KeetH: This is to advise that request for amendment of certificate 
in subject matter has been forwarded from the Office of Defense Mobilization 
to the Department of the Interior. In a conversation with Mr. English 
yesterday, I learned that he has reviewed the request and is in the process 
of writing his recommendation in the matter. There seems to be every 
indication that the amendment will be granted as requested. 

Very truly yours, 
€. R. MCDONALD. 


Mr. O’Manoney. Mr. Chairman, may I ask a question at this 
point ? 
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Senator Krerauver. Yes, indeed. 

Mr. O’Manoney. I was very much interested in your answer to 
this interrogation, Mr. Witness, and as I recall your language—it 
can be confirmed by asking the reporter to read it back—you said 
thecompany, which I assume meant your company, the company you 
represent, had no other person in the Department of Interior to 
approach except Mr. English. That is what you said, is it not? 

Mr. McDonanxp. Yes, sir. 

Mr. O’Manoney. Then you did approach Mr. English ? 

Mr. McDonatp. I certainly did, sir. 

Mr. O’Manoney. Did you approach him frequently ? 

Mr. McDonatp. I approached him sufficiently enough to satisfy 
the requirements of my job, Senator. 

Mr. O’Manonry. And your job was to represent the clients of 
Ebaseo in getting results from the Department of Interior ? 

Mr. McDona.p. My job was to represent my own company’s clients 
inregard to matters pertaining to tax amortization. 

Mr. O’Manoney. Well, this other 

Mr. McDonaxp. I just don’t think I want to leave the impression 
that the results had—well, I just would rather say the matters repre- 
senting tax-amortization cases, because my job went on whether so 
was a good result or a bad result. What I did had nothing to do with 
the result, because the principal obligation I had, sir, was to see that 
the facts were presented and the facts and conditions existing in the 
applicant company’s own system determined whether or not a certifi- 
cate was issued and what the percentage would be. 

Senator O’Manoney. Do you wish the committee to understand that 
your contacts with Mr. English dealt solely with matters of tax 
amortization ? 

Mr. McDonatp. Principally so; yes, sir. 

Senator O’Manonry. Well, not exclusively so, but principally so? 

Mr. McDonap. That is right, sir. 

Senator O’Manonry. And you had many cases of tax amortization, 
did you not ? 

Mr. McDonatp. It depends on how you define many. 

Senator O’Manonery. You define it. 

Mr. McDonap. Well, I had roughly—correct me if I am wrong— 
about 10 percent of the utility certificates issued. 

Senator O’Manoney. About. 10 percent of all of the utility certifi- 
cates issued were handled by you? 

Mr. McDonatp. By Ebasco Services, not all of them by me, per- 
sonally, sir. 

Senator O’Manonry. You say 10 percent, do you not? 

Mr. McDonaxp. Yes, sir, approximately. 

Senator O’Manoney. I beg your pardon? 

Mr. McDonatp. I said “approximately,” sir. 

Senator O’Manoney. Ten percent would be about 228, would it not ? 

Mr. McDona.p. No, sir. I am talking about 10 percent of the 
total. It (total electric power) is a figure over 900. 

Senator O’Manoney. Oh, it is a figure over 900. You mean all of 
the certificates that were issued to all utility companies ? 

Mr. McDonatp. Yes, sir. 

Senator O’Manoney. You mean that you dealt with only about 92? 
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Mr. McDonatp. Yes, sir; that would be about it, sir. 

Senator O’Manoney. Were those certificates applied for by utility 
companies throughout the country ? 

Mr. McDonaxp. Yes, sir. 

Senator O’Manoney. Ebasco was the agent of those utility com. 
panies ? 

Mr. McDona tp. For those matters; yes, sir. 

Senator O’Manoney. For those matters. 

Mr. English was your contact man in the Department of the Interior 
to obtain the information with respect to the progress of the applica. 
tions ? 

Mr. McDonatp. For the period Mr. English was the contact, Mr, 
English was the only gentleman that I approached regarding tax. 
amortization matters in the Department of the Interior, from the 
time the Defense Electric Power Administration closed until the 
present time, but that was not for the entire period of the program, 
sir. The point I am trying to make—— 

Senator O’Manoney. I get that. But during the period when he 
was holding this important office, he was your contact man ? 

Mr. McDonat. Yes, sir. I think we had something less than % 
cases during that period of time, sir. 

Senator O’Manoney. During that period of time, did you get from 
him the approximate percentage that would be recommended ? 

Mr. MoDonatb. Generally; yes, sir. 

Senator O’Manoney. In other words, he told you what his recom. 
mendation to ODM would be? 

Mr. McDona tp. Yes, sir. 

Senator O’Manoney. Thank you, Mr. Chairman. 

Senator Keravuver. Thank you, Senator O’Mahoney. 

Mr. Drxon. May I proceed, Mr. Chairman? 

Senator O’Manoney. Pardon me, Mr. Dixon. I think that in the 
light of the answer of the witness to this question, I ought to read into 
the record part of the interrogation of yourself and the responses of 
Mr. English on yesterday. I am reading from page 1665 of the 
transcript on this hearing for July 2, 1957. 

Mr. Dixon. Well, Mr. English, did you reveal the percentages that you con 
templated recommending to any inquirer? 

Mr. ENouisH. There may have been some occasion that they asked me, I 
might have told them what the approximate percentages would figure to. I 
don’t recall. There may be some instance I have. 

Mr. Drxon. I thought you said that you did not give out that type of informa- 
tion. Now you say that there might have been some. 

Mr. ENGuisH. I didn’t give the actual percentage that would be granted on the 
certificate. 

Mr. Drxon. What exactly did you mean by your statement there might have 
been some occasions when you gave out information of what you were contem- 

lating? 

; ar inbemees I might say it will be better than 50 percent or less than 50 
percent or something to that effect. 


I think this interrogation speaks for itself. 

Senator Keravuver. I think it is very pertinent. 

All right, Mr. Dixon, you may proceed, and all of these letters i 
their entirety will be made a part of the record. Read the part that 
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was attributable to Mr. English and ask Mr. Cosdon or Mr. McDonald 
if that is where they got their information from, and let’s move on. 

Mr. Dixon. I have a series of letters from Mr. Cosdon and Mr. 
McDonald addressed to Mr. George R. Marrs, secretary and treasurer 
of Texas Power & Light Co. They are identifiable in your files as 
K-425, 231, 233, 240, 244, and 228. 

Mr. McDonap. Gould you give them to us again slowly, sir? 

Mr. Drxon. 425, 231, 233, 240, 244, and go back to 228. 

Mr. Chairman, the first of these letters is dated June 2, 1955, and 
bears the initialsof WBC. Iassume that is Mr. Cosdon ? 

Mr. Cospon. Yes, sir. 

Mr. Dixon. I would like to just refer to the last paragraph in that 
letter. It says: 


Due to Mr. George English’s absence from the city this week, I have been 
mable to have any informal discussion with him but will do so on his return 
early next week. I am mindful of Mr. Cook’s desire to obtain at an early date 
information as to possible percentages that will be allowed, and we will make 
every effort to do so as quickly as possible. As I explained to Mr. Cook, there 
has been considerable activity on new filings and since Mr. English is running 
a “one-man show” he has recently become bogged down but you can depend on 
me to do everything possible to expedite clearance. 


The second letter, dated June 16, 1955, from Mr. McDonald to the 


same Mr. Marrs, has a paragraph in it on page 2 that I would like to 
refer to that says this: 


Mr. English concluded his remarks by stating that in all probability this 
application will receive the highest percentage presently allowed for power 
projects and even if additional percentage points were available on basis of the 
calculation he could not go above the 65-percent figure. 

The third letter is dated June 23, 1955, from Mr. McDonald to 
the same Mr. Marrs. He was talking about having requested Mr. 
English to give him some idea of the percentage, and this sentence 
appears in the second paragraph: 

On this basis I am advised that there would be sufficient “overbuild” to result 
ina recommendation of 65 percent which, as I have stated before, is as much as 
will be allowed on power projects according to ODM’s current policy. 

The fourth letter is dated August 1, 1955, from Mr. McDonald to 
thesame Mr. Marrs, and it has in the first paragraph: 

This is to advise that I have checked subject tax amortization applications 
with Mr. George English, of the United States Department of the Interior. Mr. 
English advises that since receipt of the application filed by the Texas Electric 
Service Co. he has been able to complete his review of the applications as filed 
by both yourself and TES, and in answer to my inquiry states that the recom- 
mended percentage figure remains as he originally thought, 65 percent. 

This is the next letter dated February 6, 1956, from Mr. McDonald 
tothe same Mr. Marrs and it refers to checks at the Interior Depart- 
ment. 

Mr. McDonap. Excuse me; isn’t that February 2? 


Mr. Dixon. It is February 2. Thank you for correcting me. 
This sentence appears: 


In a conversation today in Mr. English’s office, it was mentioned that an 
effort would be made to obtain some action on this entire group, including your 
amendments. 


This has been previously mentioned; they were being held in the 
Solicitor’s Office. 


941383—57—pt. 2——17 
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The last letter in this group bears Mr. Cosdon’s initials, and it js 
dated, June 2, 1955. 

Mr. C ospon. That is the same one, Mr. Dixon. 

Mr. Drxon. That is a duplicate. 

Now, this is another one. If you will look at K-330. 

Mr. McDonatp. Do you have any questions on this series? 

Mr. Drxon. Not on those, but I will include the questions on th 
whole group. 

Mr. McDonaxp. K-330; yes, sir. 

Mr. Drxon. This is from you, Mr. McDonald. 

Mr. McDonatp. No; my K-330 is a letter of November 5, 1952. 
is addressed to a Mr. Carman G. Blough. I don’t know who he is, 

Mr. Drxon. I will ask Mr. Clifford to show it to you. It has 33 
onit. I think you can locate it. 

Senator Krravver. It seems to be a short letter. Is that by M, 
Cosdon ? 

Mr. Drxon. It is 230. 

This letter is dated June 6, 1955, to Mr. Marrs from Mr. McDonald, 
and it recites the fact that Mr. McDonald went to see Mr. English and 
discussed the application, and before he had received it now from 
ODM. I think I should read this: 

This is to advise that I have checked with Mr. George English, of the Unite 
States Department of the Interior, in regard to subject necessity certificate 
application. As of today Mr. English had not received his copy of the applic 
tion from the Office of Defense Mobilization but expects to receive it within 
the next day or so. 

One of the purposes of my visit was to determine for your information M 
English’s preliminary thoughts as to the percentage treatment this application 
will receive. I acquainted Mr. English with the estimated capability of th 
Houston steam electric station (65,000 kilowatts) and also advised him of the 
total kilowatts to be added on the entire Texas utilities system and on the basis 
of this plus the 415,000 kilowatts to be added in 1958 advised me that he was 
reasonably certain that the 1958 additions will receive the highest percentage 
writeoff allowed today, which is 65 percent. At the moment this, of course, is 
an estimate and may be changed slightly when actually figured. 

As soon as the application is received by Mr. English and the formula applied 
I will advise you further. 

You are sure you have quoted Mr. English correctly there, arent 
you, Mr. McDonald? 

Mr. McDonaxp. Well, I will get into the answers when you stat 
the questions. 

Mr. Drxon. You would not have written that letter had you nd 
gotten that information ? 

Mr. McDonatp. I would have never deliberately misquoted any 
body in any letter I wrote. 

Mr. Drxon. In the series of letters that I have pointed out to yon 
that were sent to Mr. George R. Marrs, secretary and treasurer d 
the Texas Power & Light Co., the information that I pointed out to 
you was secured from Mr. English; was it not, sir? 

Mr. McDonawp. That will s go back to the question I answered befor § 
and it will be the same for every conversation on a tax amortizatid] 
case that I have had. I have the conversation. I raise certain ques § 
tions. I get theanswers. The answer I write is based on that partic 
lar conversation, plus the 4, 5, or 6 years experience I have hadi 
the matter prior to the date I wrote the letter. 
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Mr. Drxon. But you mentioned Mr. English’s name in the letter 
and mentioned information you received from them. That is where 
you got it; was it not, sir? gory 
" Mr. McDonatp. If I said I received this from Mr. English; yes, sir. 

Senator Kerauver. That is clear enough. 

(The letters are as follows :) 


EBASCO SERVICES, INc., NEw York, N. Y., 
Washington, D. C., June 6, 1955. 
Re necessity certificate application—Houston County steam electric station, 
TA-29690. 
Mr. George R. Marrs, 
Secretary and Treasurer, Texas Power & Light Co., Dallas, Tex. 

Dear Mr. Marrs: This is to advise that I have checked with Mr. George Eng- 
lish, of the United States Department of the Interior, in regard to subject necessity 
certificate application. As of today Mr. English had not received his copy of 
the application from the Office of Defense Mobilization but expects to receive 
it within the next day or so. 

One of the purposes of my visit was to determine for your information Mr. 
English’s preliminary thoughts as to the percentage treatment this application 
will receive. I acquainted Mr. English with the estimated capability of the 
Houston steam electric station (165,000 kilowatts) and also advised him of the 
total kilowatts to be added on the entire Texas utilities system in the year 1958 
(415,000 kilowatts). Mr. English quickly glanced at an application he had 
completed for a 1957 addition to the Texas utilities system and on the basis of 
this plus the 415,000 kilowatts to be added in 1958 advised me that he was rea- 
sonably certain that the 1958 additions will receive the highest percentage write- 
off allowed today, which is 65 percent. At the moment this, of course, is an esti- 
mate and may be changed slightly when actually figured. 

As soon as the application is received by Mr. English and the formula applied 
I will advise you further. 

Very truly yours, 
C. R. McDoNALp. 


EBASco SERVICES, INC., NEW York, N. Y., 
Washington, D. C., February 2, 1956. 
Re necessity certificates : TA—29690, Cherokee County steam electric generating 
station ; TA—29691, associated transmission. 
Mr. Grorce R. Marrs, 
Secretary and Treasurer, Texas Power & Light Co., Dallas, Tea. 

Deak Mr. Marrs: Since writing to you on January 16, I have made several 
checks at the Interior Department hoping to find that amendment requests for 
the above-mentioned necessity certificates had been forwarded to ODM. As 
reported to you previously, both recommendations are presently being held in the 
Solicitor’s office of the Department of the Interior. From what I have been 
able to learn there is no question concerning the amendments, and they are 
being held with a fairly large number of other cases. In a conversation today 
in Mr. English’s office, it was mentioned that an effort would be made to obtain 
some action on this entire group, including your amendments. 

Very truly yours, 
C. R. McDona.p. 


August 1, 1955. 
Re necessity certificate applications: Houston County steam electric station, TA 
29690; associated transmission facilities, TA 29691. 
Mr. Georer R. Marrs, 
Secretary and Treasurer, Texas Power & Light Co., 

Dallas, Tex. 
_ DEAR Mr. Marrs: This is to advise that I have checked subject tax amortiza- 
tion applications with Mr. George English of the United States Department of 
Interior. Mr. English advises that since receipt of the application filed by the 
Texas Electric Service Co. he has been able to complete his review of the appli- 
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cations as filed by both yourselves and TES, and in answer to my inquiry States 
that the recommended percentage figure remains as he originally thought, 
percent. 

This recommended percentage of rapid amortization is the same for both th 
generating station and its associated transmission. ’ 

At the present time I am advised that the applications are still in the Interig 
Department awaiting a review of the Department of Interior Solicitor, Mr 
English expects that this will be completed by the latter part of this week and 
then, of course, the application will be forwarded to the Office of Defense 
Mobilization. 

As far as I can determine, this recommendation is the major hurdle in regag 
to the issuance of the necessity certificates. At the moment, however, we are 
uncertain as to the effect of the remarks that Secretary of the Treasury Hyp. 
phrey made before the congressional committee (see our Washington Office 
memo of July 22, 1955), and we have also been advised that there has beep a 
tightening up of the industrial dispersion program as applies to facilities fg 
which rapid amortization is sought. In regard to the latter point, I believe You 
will experience no difficulty, this being based on the information submitted with 
your appendix B filing. We will keep you advised as to the progress being made 
on these applications. 

Very truly yours, 


C. R. McDonanp. 


JUNE 23, 1955, 
Re necessity certificate application TA-—29690, Houston County steam electric 
station. 
Mr. Groree R. Marrs, 
Secretary and Treasurer, Texas Power & Light Co., 
Dallas, Tex. 


Dear Mr. Marrs: Since talking to you by telephone on the 22d, I have dis 
cussed with George English the question he raised yesterday regarding 1958 new 
generation plans of the Texas Electric Service Co. and the Dallas Power & Light 
Co. as it affects your pending application. Mr. English reiterated his position to 
the effect that in processing the application on a system basis he could consider 
only those 1958 plants for which an application had been filed. His assumption 
had been that it would be advantageous to include the 1958 plants of Dallas 
and TES. 

I then requested Mr. English to give me some idea of what the recommended 
percentage would be on the basis of only two applications being submitted, that 
is, your own on the Houston County station and that planned by Texas Electric 
Service Co. calling for an addition of 125,000 kilowatts. On this basis I am ad- 
vised that there would be sufficient overbuild to result in a recommendation of 
65 percent which, as I have stated before, is as much as will be allowed on power 
projects according to ODM’s current policy. 

This, I believe, relieves the problem somewhat as it will not be necessary for 
the Dallas Power & Light Co. to file an application on their 1958 addition unless 
such filing is done on the basis of what is best for their own individual circum 
stances. Or to put it another way, their filing is not necessary to assist you or 


Texas Electric Service Co. to gain the highest percentage writeoff in this par 


ticular case. If both your company and Texas Electric Service Co. have 1958 
plants certified and the Dallas Co. later believes it would be to their advantage 
to obtain a rapid writeoff, they could file individually and gain the advantage of 
having the other two plants included in the system capability, thus in all prob 
ability the high writeoff would also be granted to them. 

For the time being Mr. English is withholding any action on your application 
and I do not believe there is any particular necessity of hurrying in regard t0 
Texas Blectric Service Co. If you find that there will be delay beyond 30 days, 
I would suggest that we advise Mr. English so that he will be generally informed 
as to your plans. 

If additional information should come to light I shall report such to you 
immediately. 

Very truly yours, 
C. R. McDonat. 
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JUNE 16, 1955. 


Re Houston County steam electric station necessity certificate application 
TA-29690 


Mr. GeorGeE R. Marrs, 
Secretary and Treasurer, Texas Power & Light Co., 
Dallas, Tez. 

Deak Mr. Marrs: This is to advise you further of our actions in regard to 

gubject tax amortization application. In my letter of June 6 I reported to 

the results of a very preliminary conversation with George English, but 
due to the fact that Mr. English had not had a chance to study the application 
| did not pursue in detail the thoughts Mr. Cook expressed to Mr. Gordon 
in his telephone conversation of May 27 regarding possible curtailment of 
defense-related loads in 1959. 

On June 15 I had an opportunity to discuss this with Mr. English. On the 
pasis of the “ground rules” by which the recommended percentage is arrived 
at, Mr. English states that possible loss of defense-related loads in future years 
ennot be used to justify additional percentage points except as this is taken 
into consideration in the formula used in arriving at the percentage figure. 
Briefly, the percentage allowed is based on the amount of new generation 
prought into a company’s system in excess of that required for a normal load 
growth calculation. This “normal load growth” rate is determined as the 
rate of growth experienced between the years 1938 and 1949, and a projection 
is made at the same rate to the “inservice” date of the new plant. Excess 
reserve capacity is figured on the difference between total capacity existing on 
the system as of the year the new plant goes into service and the projected 
normal load growth calculation. Mr. English pointed out that by this means 
a substantial loss of load in 1959 would be “cushioned” and achieve one of 
the purposes of the rapid tax amortization. 

Mr. English concluded his remarks by stating that in all probability this 
application will receive the highest percentage presently allowed for power 
projects and even if additional percentage points were available on basis of 
the calculation he could not go above the 65 percent figure. 

As of today this application, together with the application for the related 
transmission has not been completed by the Department of the Interior and 
probably will not be until some time next week. We will continue to stay 
in close touch with Mr. English as well as ODM in this regard and advise 
you further. 

Very truly yours, 
C. R. McDONALD. 


JUNE 2, 1955. 
Re TA 29690, Houston County steam electric station; TA 29691, Houston County 
steam electric station transmission facilities. 
Mr, Georce R. MArRrs, 
Secretary and Treasurer, Teras Power & Light Co., 
Dallas, Tez. 


Deak Mr. Marrs: I am in receipt of your letter of May 26 transmitting your 
two tax amortization applications covering your proposed Houston County steam 
dectrie station and its related transmission facilities. 

Mr. Cook called me from New York last Friday to advise that these applica- 
tions were being forwarded to me for filing and to explore with me the under- 
lying facts relative to this construction. He made particular mention of the fact 
that the construction of this plant is being accelerated to make available capac- 
ity for 1958 defense-related loads that might be curtailed in 1959 leaving your 
with excess kilowatts. I agreed with Mr. Cook that in doing so you were 
carrying out the very purpose for which tax amortization is made available 
and this should justify a high tax amortization percentage. 

With Mr. Cook’s comments in mind I reviewed your applications which I 
found you had prepared in a very excellent manner as they adequately portray 
the extent to which you are overbuilding to meet your estimated above norm 
situation. Since I had no suggestions for improving either of your applications, 
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I filed them with ODM yesterday and they were assigned the subject tax amortizg. 
tion numbers. The official receipts evidencing those filings are attached for yoy, 
records. 


Due to Mr. George English’s absence from the city this week, I have bea) 
unable to have any informal discussion with him but will do so on his retupp 
early next week. I am mindful of Mr. Cook’s desire to obtain at an early date 
information as to possible percentages that will be allowed and we will make 
every effort to do So as quickly as possible. As I explained to Mr. Cook, there 
has been considerable activity on new filings and since Mr. English is running 
a “one-man show” he has recently become bogged down but you can depend oy 
us to do everything possible to expedite clearance. 

With kind personal regards, 

Sincerely, 

Mr. Dixon. Mr. Chairman, I point out a letter in your group that is 
K-400. This isa letter dated January 27, 1956, from Mr. McDonald to 
a Mr. E. Robert de Luccia, of the Pacific Power & Light Co., and it 
has just one sentence I would like to read to you. It says: 


It is my understanding that this application was recommended for 65 percent 
certification, based mainly on the need for power in the Northwest. 


The first part of the letter states that you were advised by checking 
with the Department of Interior. Whom did you check with in the 
Department of Interior, if you remember ? 

Mr. McDonatp. On that date I am reasonably certain it was Mr, 
English. 

(The letter is as follows:) 

JANUARY 27, 1956. 
Re necessity certificate application TA-31060, unit No. 3, Merwin project. 
Mr. E. RosBert bE Lucci, 
Vice President and Chief Engineer, Pacific Power & Light Co., 
Portland, Oreg. 

Dear Mr. DE Luccia: This is to advise that I have checked at the Department 
of Interior today to obtain the status of subject necessity certificate application, 
I am advised that their processing has been practically completed and the recom- 
mendation is now being reviewed in the Solicitor’s Office. I would expect that 
this will be completed and the matter referred back to ODM within the next few 
days. 

It is my understanding that this application was recommended for 65 percent 
certification, based mainly on the need for power in the Northwest. 

Very truly yours, 
C. E. McDona.p. 

Mr. Drxon. I have a series of letters with respect to Portland Gen- 
eral Electric Co. They are 418, 415, and 409. 

Mr. McDonatp. Mr. Dixon, there are circumstances there. I would 
like to say something about the background of what you are putting 
into the record here, sir, other than what has been said on just this 
series of letters here. 

Mr. Dixon. You have talked at some length already about the 
system. 

Senator Kerauver. What else did you want to say, Mr. McDonald! 

Mr. McDona.p. Well, let’s take this. I don’t want to impose on your 
time—don’t misunderstand me—but let’s take this Texas Power & 
Light series. Now, I may have to read the letters, but I am going to 
try to put it this way. 

‘Mr. Dixon. The letters here i in the record pretty well speak for them- 
selves. Can’t yousummarize them ? 





‘tment 
ation, 
‘econ: 
t that 
ct few 


ercent 


ALD. 
Gen- 


vould 
tting 
t this 


t the 
nald? 
| your 
ver & 
ng to 


them- 


RAPID AMORTIZATION IN REGULATED INDUSTRIES 877 


Senator Knrauver. We want you to add anything you wish, but the 

art that we are interested in is where you say you got information 

om Mr. English, and you recite that in the letter—whether that was 
theinformation that Mr. English gave you. 

Mr. McDona.p. I understand that, Senator. Now, here are the 
circumstances surrounding this matter: The tax-amortization matter 
of the Houston County steam electric station is a series that Mr. 
Dixon has been asking questions on or reading from the letters. 
[ want to say this: That the Texas Power & Light Co. in this case 
made an application and submitted it for a powerplant to be brought 
into service in 1958. The application runs in the area of June 1955. 
Immediately upon receiving the application we were in touch with 
the company, and they told us that on their system there was a good 
possibility that existed for an immediate and serious curtailment. of 
their load in 1959, which is 1 year after they put this plant into service. 
Now, it was a serious question with them as to whether or not to build 
the plant for completion in 1958, if they were faced with the possibility 
of a load drop—a serious load drop—in 1959. 

Now, one of the purposes, and I think this is the main purpose, of 
the tax-amortization program as applied to all industry generally was 
to provide the incentive to build these facilities for our industrial 
defense. The president or the vice president of the Texas Power 
& Light Co. had to make decisions in 1955 that would affect his costs 
and his expenses in construction for the next 3 years, and, as his com- 
pany representat ive, he asked us to obtain the information as to what 
incentive would be allowed. As his company representative and in 
order to give him the information he needed in business, we made 
every attempt to get it for him as his representatives. 

A company certainly had the right to come in and discuss the ques- 
tion of incentive. He was faced with a peak here and a drop there. 
Why shouldn’t he get it? 

Mr. Dixon. May I ask you a question? Are you contending that 
your company had the right to go to the Interior Department, to Mr. 
George English, and find out in the initial stage as to what he was 
going to recommend on one of these matters? Is that what you are 
contending ? 

Mr. McDonavp. I am contending that I as the applicant’s repre- 
sentative, which I was, had the same right as the company to go to 
the proper person in government and to discuss what the percentage 
or what the incentive would be on the basis of facts submitted. 

Mr. Dixon. Even before ODM referred the application to him, 
do you contend that you had that right ? 

Mr. McDonatp. Yes, sir. 

Mr. Dixon. And he is a one-man show, as Mr. Cosdon so aptly 
referred to it ? 

Mr. McDonaxp. He was the person I went to as the responsible 
party, but as Mr. English has brought out here this morning, he had 
people he reported to. These applications went through the Solici- 
tor’s Office of the Department of the Interior. He was not the final 
authority on what would be issued. It was reviewed at the Office of 
Defense Mobilization by responsible people. 

Mr. Drxon. You have heard the testimony here that no one ever 
changed any of his recommendations, haven’t you, Mr. McDonald ? 
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Mr. McDonaxp. Yes, sir, I have; but that does not change the right 
that ODM had to exercise it. 

Senator O’Manoney. Mr. McDonald, I would like to call you 
attention to the situation which has existed and which has been prove, 
by your testimony just now given. You have told us that you felt jt 
was the right of the company you represented, Ebasco—— 

Mr. McDonatp. Excuse me, Senator, when I say the company ] 
represent, I mean the applicant, the power company. 

Senator O’Manoney. Yes, but you are an employee of Ebasco, 

Mr. McDonatp. Yes, sir. 

Senator O’Manonry. And Ebasco was the representative of the 
company which was applying? 

Mr. McDonatp. Yes, sir. 

Senator O’Manoney. I am getting a call from the Department of 
Justice, but I will proceed first with this question to you: Your con- 
tention is that you, an employee of Ebasco, representing on behalf of 
Ebasco a utility company somewhere in the United States which has 
been applying for rapid tax amortization, are entitled to receive 
information from an official of the Department of the Interior before 
the recommendation of that official is submitted to the Office of De 
fense Mobilization with respect to the percentage of tax amortization 
that is to be allowed. Am I not correct? 

Mr. McDona.p. Let me answer it in part, Senator. You have 
asked me a very involved question, sir. I would love to answer every 
bit of it. 

Senator O’Manonry. That is why I put it in parts. Isn’t that part 
that I gave you correct ? 

Mr. McDonaxp. I have to answer it in my own way, Senator. 

Senator O’Manonry. All right, answer it in your own way. 

Mr. McDonatp. All right, sir. 

Would you read the question ? 

Senator O’Manoney. Perhaps the reporter would do well to read 
the answer which the witness gave to Mr. Dixon. I don’t want his 
answer now to be different from the answer he gave and on which 
I based my query. 

Mr. McDonaxp. Senator, I wouldn’t want it to be different either. 

Senator O’Manoney. I know you wouldn’t. I respect your frank- 
ness, Mr. McDonald. 

(The record was read as follows :) 





I am contending that I as the applicant’s representative, which I was, had 
the same right as the company to go to the proper person in government and to 
discuss what the percentage or what the incentive would be on the basis of 
facts submitted. 


Senator O’Manonry. What I wanted to say to you, Mr. McDonald, 
just as a matter of giving you the information, is this: that by that 
statement you have expressed the opinion that an Ebasco representa- 
tive, also representing a utility company making application for rapid 
tax amortization, claims more right to the exchange of privileged 
discussion within a department than the department is willing to give 
this committee. When Secretary Seaton was on the stand before this 
subcommittee, and he stated that Mr. Bennett, whose name was on 
a document in the Office of Defense Mobilization as having been given 
information with respect to the application of the Idaho Power Co, 
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[asked Mr. Bennett by what means he received the communication and 
he claimed executive privilege and refused to give the information 
to the committee. So I want you to have the information that Ebasco 
occupies with respect to this situation, a position that is vastly pre- 
ferred to that of this subcommittee of the Judiciary Committee of 
the United States Senate, which is an extraordinary illustration of 
the power that is exerted in the Government at the present time by 
those who are applying for tax amortization. 

Mr. McDonaxp. Well, Senator, you lost me again, but let me say 
this, that I was the applicant’s representative. I discussed in the 
Department of the Interior the applicant’s business. I am sitting here 
and I am telling you about it. 

Senator O’Manionry. Yes; and you are doing it very frankly. 

Mr. McDonatp. I would tell anybody who had reason and the au- 
thority to know that. I don’t know about privilege, sir, at all, and 
I did not hear Mr. Bennett’s testimony. I don’t know what he said. 

Senator O’Manonery. You are not on trial, so don’t be concerned 
about it. 

Mr. McDona.p. Well, I never have been so nervous since the Battle 
for Leyte Gulf. 

Senator O’Manonery. Don’t be nervous. You are with Members of 
the Senate—Senator Kefauver and myself—so there is nothing to 
worry about. 

Mr. McDonatp. Thank you, sir. 

Senator O’Manoney. But we would just like to know, as I said, 
about your obtaining, as you have said in your own testimony, infor- 
mation as to the prospective action of the Department of the Interior 
from Mr. English. That was entirely and completely an executive 
matter and though you were an applicant or the representative of an 
applicant, you considered it to be perfectly proper for you to receive 
information as to what the prospective action of the department would 
be, and Mr. English was willing to give it to you. 

Iam not at all surprised that you should ask for it. You are not 
to be criticized for asking for it. You were doing your job. But I 
think that Mr. English, in giving you the information with respect to 
what his recommendations would be before the recommendations were 
made, was stepping altogether out of line, and that he was, in fact, 
your contact man. 

Mr. McDonap. Just a minute. These letters bring out, Senator, 
that I was requesting estimates. I was seeking advance information; 
yes, sir; but on the basis of Mr. English not having reviewed the 
application, on the basis of just what I was telling Mr. English. “Mr. 
English,” I said, “this case has been filed.” He probably said, “Well, 
[have not received it yet.” 

I said then, “Mr. English, on the basis of the Texas utility system, 
that is three companies, sir, adding in 1958, 415,000 kilowatts 

Senator O’Manonry. Well, Mr. McDonald 

Mr, McDonatp. Let me finish. 

Senator O’Manonry. Pardon me. The record is full of your letters 
how. 

Mr. McDonaxp. I am aware of that, sir. 

Senator O’Manoney. And in these letters you are using the name 
of Mr. English all the time. Some of the cases were cases in which 
the application had already been received by him. Some were cases 
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in which the application had not been received by him. But, in any 
event, in all of these cases he was giving you, to use your own words, 
“advance information.” 

Mr. McDonatp. On an estimated basis; yes, sir. 

Senator O’Manonry. He was the man who made the estimate and 
who made the recommendation. 

Mr. McDonatp. Senator, are you holding that a company can’t go 
to the Government and discuss matters of importance with them? 

Senator O’Manonry. Mr. McDonald, do you regard yourself as the 
attorney for Mr. English? 

Mr. McDona.. No. sir: I do not. Iam speaking for Dick McDon. 
ald and Ebasco Services and what we have done. 

Senator O’Manoney. You don’t need to be disturbed by feeling that 
you are called upon to defend Mr. English. 

Mr. McDonatp. I am not atté mpting to defend Mr. English. 

Senator Kerauver. Very well, let’s proceed. 

I think it should be pointed out that we were refused information 
of a memorandum sent by Mr. English to Mr. Gray, head of ODM, 
We were refused information about a conference of Mr. Gr: ay with 
Mr. Bennett and Mr. Sherman Adams and others in the White House 
on the grounds that it is information being passed between agencies 
of the Government and officials of the Government, the information 
that Mr. English would pass on to ODM, and yet he gives the infor. 
mation to you. So Senator O’Mahoney is entirely correct in saying 
that you have been in a privileged position and you have been given 
information, as a result, which, on the same basis, has been refused on 
the grounds of privilege to this committee. 

Continue, Mr. Dixon. 

Mr. McDonatp. Excuse me, sir, I would—— 

Mr. Cospon. Senator, I would like to say something, if I may. We 
have here before us a series of letters which we take full responsibility 
for writing. We were representing a very small segment of one of 
the industries that received tax-amortization benefits. I believe total: 
wise some 22,000 certificates were issued. According to the informa- 
tion that I have seen, there were some nine-hundred-odd certificates 
issued to the electric-utility industry. We handled less than 10 per- 
cent of those. 

I would like to say this: I would like to say that we, speaking for 
Ebasco, and particularly the Washington office, did not initiate the 
filing of applications. We worked specifically at the request of the 
clients. Now certainly if our clients were entitled legally to the bene- 
fits, regardless of what they may be, and there is a lot of dispute asto 
what the benefits are, if our clients are legally entitled to the benefits 
of tax amortization, we certainly, in doing our job, are carrying out 
the requests that our clients make upon us. 

Now, as to what information we received, these letters speak for 
themselves. This is a tax matter. 

Senator Krerauver. Mr. Cosdon, you represented 10 percent of the 
electrical applicants. 

Mr. Cospon. Less than 10 percent. 

Senator Kreravuver. Of the electric utility applicants. I don’t know 
what percent of the other applicants you represented, wt, this 10 per- 
cent were the ones handled by Mr. English. They represented a tre 
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mendous amount of money. You are in contact with Mr. English. 
Mr. English’s percentage recommendations were invariably followed, 
without exception, so that you really had information as to what was 
eoing to be allowed or what he was going to recommend or an estimate 
of what he would recommend even before the ODM got it. 

Mr. Cospon. Senator, are you suggesting that is improper ? 

Senator Kerauver. I am suggesting this, sir, that if committees of 
the Congress can’t get the information, if a committee like this can’t 
get the information—in the first place, I don’t think it is proper. I 
think that it should come from the ODM;; the final analysis and the 
technicians working on it shouldn’t be giving out advance information. 

Senator O’Manionry. We can’t even get the information after the 
fact. 

Mr. McDonatp. Let me say this: I think every other applicant—ac- 
tually the applicant or the applicant’s representative could have done 
the same thing, and did. It is their business. 

Senator Kerauver. Mr. McDonald, I doubt that because—it shows 
here in this table—your company always fared, on an average, much 
better than the other companies. For instance, Ebasco companies, out 
of 22,17 got 65 percent and 3 got 60 percent. Non-Ebasco companies, 
only 24 of the total number of 76 got 65 percent, which is a comparison 
of 31 percent non-Ebasco companies getting 65 percent compared to 
77 percent Ebasco companies. So there is something very strange and 
wiusual about this whole procedure. In the non-Ebasco companies, 
34 percent got the minimum and none of your companies got the mini- 
mum. All of your companies, except 2, apparently got about 60 per- 
cent or better. ‘Then when you break it down, even in the same States, 
it shows the same kind of picture, so there is something unusual about 
this, Mr. McDonald. There is something very unusual. 

Mr. Boone. Senator, may I say that there is nothing on the record I 
have been able to find that shows the names of these other companies 
and how can we reach any conclusion until the names of these other 
companies that were not represented by Ebasco are put in the record. 

Now go ahead, Mr. Cosdon. 

Senator Kerauver. Mr. Boone, our staff took the names of all of 
the companies from ODM records, tabulated the amounts and the 
tabulations have been given to Mr. English for his suggestion for any 
correction. ‘The name of every company is in the record. The per- 
centage that every company got is in the record. This is a tabulation 
since the goal was reopened back in early 1950 of what happened. 
There isn’t any dispute about this and we have also shown that these 
percentages here make a tremendous amount of difference. There is 
just something wrong or it doesn’t look right, in any event, where 
7 percent of Ebasco companies got 65 percent and 31 percent of the 
other companies, even though they might be in the same State, got 
65 percent. : 

Now, for instance, here is Missouri. Ebasco Co.’s Empire District 
Electric got 65 percent; Kansas City Power & Light, 65 percent; 
Missouri Pacific Service, 35—this is not an Ebasco company—Union 
Electric, 35, non-Ebasco. That is why we are trying to find out 
about it. 

Mr. Cospon. Senator, as long as this exhibit is before us, I would 
lke to address myself to two corrections that I think are important. 

Senator Krravuver. Very well. 
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Mr. Cosvon. No. 1, the Kansas City Power & Light Co. on that 
exhibit, we did not participate in the obtaining of the percentages 
that were allowed. True, Ebasco handled a time extension, but whey 
we came into the picture the client had already received the 65 percent, 

Now I am sure your staff will agree with me in reviewing the file 
that the percentage was obtained and our participation was restricted 
solely to obtaining a time extension. 

Senator Keravuver. Just a minute. We are going by what Mr 
Wyckoff, of ODM, marked as applications where your name was listed 
as the company representative. 

Mr. Cospon. But, Senator, you are establishing here the fact that 
Ebasco clients, and I prefer to use the words “Ebasco clients” than 
Ebasco companies, if I may, please, but you are establishing in the 
record that the Ebasco clients received a higher percentage. What 
I think should be done, in all fairness to E base o, not that I want to 
quarrel with the other certificates that we have handled, but I think 
that the exhibit should be corrected to indicate that Ebasco had no 

part in the obtaining of that particular certificate for Kansas City 
Fuwer Light Co. 

Second, the other correction I have is Pennsylvania Power & Light 
Co. certificate number 

Senator Kerauver. Just a minute. On the Kansas City Power & 
Light Co., if you had not gotten an extension, you couldn’t have gotten 
amortization. 

Mr. Cospon. Senator, the exhibit, I believe, was put in here to estab. 
lish the fact that the Ebasco clients, whose certificates that we had— 

Senator Keravuver. Mr. Cosdon, is it not true that if you had not 
been able to get the extension, Kansas City Power & Light could not 
have gotten any amortization? They wouldn’t have qualified; isn't 
that true ? 

Mr. Cospon. Senator, if they had not gotten the extension, then 
they would have lost their certificate benefits. 

Senator Keravuver. Then you played an important part in it. 

Mr. McDonatp. Not in the determination of the percentage, sit, 
That came first. 

Mr. Cospon. I would like to make a second correction on this ex- 
hibit. Pennsylvania Power & Light—I believe the number is 26711— 
regardless of what the exhibit purports to show, the Pennsylvania 
Power & Light Co. application originally was handled by Ebasco, but 
we received a denial. The company reapplied at a subsequent date 


and they were granted approval of 65 percent, but in reapplying | 


Ebasco did not have a connection. 

Senator Krravver. The original one wasn’t turned down by Mr. 
English; was it? 

Mr. Cospon. Senator, I am not certain about that. 

Senator Krrauver. It was turned down in ODM because of dis 
persal, and they changed that and it was granted. 

Mr. Cospon. The point Tam making, a as far as your exhibit is con 
cerned, is there are two you show the maximum percentage for which 
Ebasco does not take any, or Ebasco claims, that we did not participate 
in obtaining the certificates. 

Now, I would like to say one other thing about this exhibit. It 
should be remembered that Ebasco’s clients are geographically dis 
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rsed throughout the United States. We go from Florida to the 
Pacific Northwest; we go from Pennsylvania down to Texas. Now, 
various studies that have been made indicate that there is more im- 
rtance to bring in new generation. One of these letters has in quotes 
‘overbuild.” 
er, I think it is important that we should bring out the fact that, 
as far as my understanding is, the purpose of tax amortization, as 1t 
is applied to the utility industry, was to encourage the utility indus- 
try to bring in generation or generating capacity ahead of when they 
normally would bring it in. In other words, anything that they would 
do which would be in excess of what their normal historical pattern 
had been would be to the company’s credit tax amortizationwise. — 

Now, without going into each specific certificate, I believe it is 
important to state that you have picked out, or someone has picked 
out, Senator, States to show the comparable treatment, as far as the 
certificates that we represented, 

Senator Krerauver. Mr. Cosdon, these are all of the States where 
there were companies represented by Ebasco and where there were 
companies that were not represented by Ebasco—every one. 

Mr. Cospen. Senator, I think without knowing what goes into these 
figures, the backup of the figures, the way they were figured out, the 
criteria that were used, the formula and how it was applied, the fact 
was we certainly had a great many of the companies in the Pacific 
Northwest, where the critical and acute power shortage was given 
emphasis by the Department of the Interior and high percentages 
were given there because of the tremendous acute power situation 
in that particular area. The same thing applied in Texas. Then you 
will note also that we have clients down through the heart of the 
United States during this particular period and there was a desire 
to put industrial plants in the middle section, as I say, through the 
heart of the United States, running from the Great Lakes straight 
on. down to the Gulf of Mexico, and our clients were in that particular 
area. Now we make no apologies, Senator, for the fact that we 
represent clients, some of which were in areas where there was this 
acute power situation or the Government was anxious to establish 
industrial plants where they would be free from any enemy attack. 

Mr. McDonaxp. Senator, may I just take about 5 seconds to say 
one thing ? 

Senator Kerauver. Very well, Mr. McDonald. 

Mr. McDonarp. The percentage calculation is based upon load and 
capability data of each individual company over the period of years, 
from 1938 to the year in which the project goes into service—nothing 
else—and also—well, that includes the capability of the new project. 
Now we could talk until—I could, certainly—until we are blue in the 
face and I could not change those loads and capability figures from 
1938 until 1958, or whatever the terminating year was. That was the 
basis for the calculation. The percentage was determined from the 
calculation and I can’t say anything more about how percentages 
were arrived at, other than that, because that is it. 

Senator Kerauver. Mr. McDonald, in that connection, I don’t 
know if I asked you about this, but it has always intrigued me that 
apparently the same papers were filed before the Federal Power 
Commission as to what the Oxbow and Brownlee Idaho Power Co. 
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dams would generate, how much power they would supply. Admit. 
tedly in the United States Government, the Federal Power Commis 
sion is the agency that is charged with responsibility in connectigy 
with electrical power applications. They have a large staff that 2083 
into these matters thoroughly and they are the expert agency, 

According to their findings, as set forth in the opinion of the Com. 
mission quoted by Mr. Seaton, the power was needed for Idaho 
own customers. That was a point strongly made by Mr. Seatgp, 
How do you explain that the Federal Power Commission, the agency 
with such expert knowledge, found this and then Mr. English camp 
along—Idaho was one of your clients—and found that these projecs 
were entitled to 60 and 65 percent ¢ 

Mr. McDonatp. Senator, I don’t know that I can answer yoy 
question. No. 1, I am not an engineer. No. 2, the power—I think 
possibly this is the answer—lI will take a shot at it. It is subject to 
correction. I don’t really know. I have no way of really knowing, 
but on that basis, if you will let me express an opinion, I will be glad 
to go ahead and do it. 

Senator Kerauver. We will let the record show you don’t knoy, 
but then you go ahead and express any opinion you want. 

Mr. McDonatp. Fine. I look at that in this manner: That th 
projects were being built in the service area of the Idaho Power Qo, 
The Idaho Power Co. was connected, or along in the same overall 
construction, they would be very strongly connected and become ¢ 
real part of the Northwest power pool. 

Now in the increase in generation within their company service 
area, [ can see where they were building a large increase by the end 
of 1958 and on that basis I would think they would be entitled to 
the high percentage. 

Now I have got to admit this, too, and I would like to say it, that 
I have never been able—I have never figured out a complete compr § 
tation on this percentage matter. I know the basis: I know the r 
quirements, the elements, but there are elements missing I dont 
know. 

Senator Kerauver. You are not alone on that. We have never 
understood the formula either. 

Mr. McDonatp. Good. We are in the same boat. 

Now in that company system there was this excess, you see, yf 
the year 1958. 

Senator Keravver. But, of course, on that point, Mr. MeDonald§ 
the communication that they were going to finish Brownlee and 
Oxbow by 1958 was not communicated to Mr. English or Mr. Gra 
until after the decision was made. 

Mr. McDonavp. Well, I think the application that they submitted 
speaks for itself in that regard, sir. 

Senator Kerauver. You remember Mr. Roach testified that Idaho 
didn’t. decide to complete Oxbow until after the Supreme Court dee 
sion, 3 or 4 days afterwards. That would have been April 2, 3, 4,0r8 
So their change of mind about completing it was not communicatel 
to Mr. English or Mr. Gray until after the decision had been made 
That is the past history. 

We are glad to have Senator Carroll here. All members of the 
Interior Committee are welcome. We anticipate their interest in thi 
and we are glad to have them here. 










RAPID AMORTIZATION IN REGULATED INDUSTRIES 885 



















All right, Mr. Dixon. 

Mr. Drxon. Mr. Chairman, I would like to call Mr. MceDonald’s 
attention to his K-409, K-264, 5, and 6. 

(The correspondence follows :) 

JANUARY 9, 1953. 
Aurora steam electric station, necessity certificate TA-NC—5943, request for 
extension of time. 
Mr. H. W. Cooper, 
Vice President and Assistant to the President, 
Minnesota Power & Light Co., Duluth, Minn. 

Dear Mr. Cooper: Attached is a suggested draft of a letter we have prepared 
for your consideration in making a request for extension of time under the above 
TA certificate in lieu of the letter transmitted to us a few days ago. 

In accordance with your transmittal letter we huve reviewed this matter care- 
fully in light of our experience to date. Based on our discussions with per- 
sonnel in DPA and DEPA and our experience in handling several requests for 
time extensions, we believe it to be highly advisable to maintain the position 
that, in the opinion of the company, the start of construction of the entire 
project covered by the certificate is a satisfactory compliance with the time limit 
provision, and then proceed to say that in order to avoid any question as to a 
portion or portions of the project, an extension of time is being requested. 

Our suggested draft takes this approach, and although it does not follow DPA’s 
prescribed outline for such requests, when completed by you it would contain 
the pertinent information asked for and needed by DPA to evaluate the request. 
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at the Similar letters have to our knowledge been acted upon favorably. 

er (9 We definitely recommend that the start of construction date stated in the re- 
ver i quest be the date on which the entire project was started. You may need to 
vera 


delete some items indicated in our suggested draft or expand on others in re- 
porting on the present status of the Virginia-Aurora transmission line. 

DPA prefers to have an original and 3 copies of such requests, despite the 
fact that their instructions only ask for an original and 2 copies. 

In whatever form you decide to make the request, we suggest that you avoid 
referring to the progress reports filed with the Bureau of Census as giving the 
status of construction. We have been advised by personnel of the Post Certifica- 
tion Division that the reports filed with the Bureau of Census are not physically 
available to them and are not considered as being records on file with DPA. 

Should you have any questions of us after receipt of this letter, please telephone 
me or Mr. Leigh K. Hallberg. 

Very truly yours, 
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DRAFT 
» never Minnesota Power & Light Co., necessity certificate TA-NC-5943, request for 
extension of time. 
DEFENSE PRODUCTION ADMINISTRATION, 
Post-Certification Division, 
Office of Construction and Resources Expansion, 
Washington, D. C. 


GENTLEMEN : The above necessity certificate, dated November 9, 1951, covers 
construction of our 88,000-kilowatt Aurora steam electric station and the trans- 
mission lines to connect it to the main transmission system. 

Start of construction for this project was realized __________ and construction 
is continuing to progress as scheduled. The scheduled inservice date of March 
1953 for unit No. 1 is being maintained while we have been compelled to change 
the inservice of unit No. 2 from May 1953 to June 1953, due to slippage in delivery 
. _— equipment. Expenditures to date are $_-________ with commitments 
{a 

We have, as is customary, coordinated construction of the transmission lines 
with the inservice dates of the units. The last related transmission line sched- 
uled to be constructed is described as Virginia-Aurora 110 kilovolt line—24 
miles—$401,000 on page 4 of appendix A of form NSRB-140 which was attached 
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dams would generate, how much power they would supply. Admit- 
tedly in the United States Government, the Federal Power Commis- 
sion is the agency that is charged with responsibility in connection 
with electrical power applications. They have a large staff that goes 
into these matters thoroughly and they are the expert agency. 

According to their findings, as set forth in the opinion of the Com- 
mission quoted by Mr. Seaton, the power was needed for Idaho’s 
own customers. That was a point strongly made by Mr. Seaton. 
How do you explain that the Federal Power Commission, the agency 
with such expert knowledge, found this and then Mr. English came 
along—Idaho was one of your clients—and found that these projects 
were entitled to 60 and 65 percent ? 

Mr. McDonatp. Senator, I don’t know that I can answer your 
question. No. 1, I am not an engineer. No. 2, the power—lI think 
possibly this is the answer—I will take a shot at it. It is subject to 
correction. I don’t really know. I have no way of really knowing, 
but on that basis, if you will let me express an opinion, I will be glad 
to go ahead and do it. 

Senator Kerauver. We will let the record show you don’t know, 
but then you go ahead and express any opinion you want. 

Mr. McDonaup. Fine. I look at that in this manner: That the 
projects were being built in the service area of the Idaho Power C 
The Idaho Power Co. was connected, or along in the same overal 
construction, they would be very strongly connected and become : 
real part of the Northwest power pool. 

Now in the increase in generation within their company service 
area, I can see where they were building a large increase by the end 
of 1958 and on that basis I would think they would be entitled to 
the high percentage. 

Now I have got to admit this, too, and I would like to say it, that 
I have never been able—I have never figured out a complete compu- 
tation on this percentage matter. I know the basis; I know the re- 
quirements, the elements, but there are elements missing I don’t 
know. 

Senator Kerauver. You are not alone on that. We have never 
understood the formula either. 

Mr. McDonatp. Good. We are in the same boat. 

Now in that company system there was this excess, you see, by 
the year 1958. 

Senator Knravver. But, of course, on that point, Mr. McDonald, 
the communication that they were going to fimsh Brownlee and 
Oxbow by 1958 was not communicated to Mr. English or Mr. Gray 
until after the decision was made. 

Mr. McDona.p. Well, I think the application that they submitted 
speaks for itself in that regard, sir. 

Senator Kerauver. You remember Mr. Roach testified that Idaho 
didn’t decide to complete Oxbow until after the Supreme Court deci- 
sion, 3 or 4 days afterwards. That would have been April 2, 3, 4, or 5. 
So their change of mind about completing it was not communicated 
to Mr. English or Mr. Gray until after the decision had been made. 
That is the past history. 

We are glad to have Senator Carroll here. All members of the 
Interior Committee are welcome. We anticipate their interest in this 
and we are glad to have them here. 
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All right, Mr. Dixon. 


Mr. Drxon. Mr. Chairman, I would like to call Mr. McDonald’s 
attention to his K-409, K-264, 5, and 6. 
(The correspondence follows :) 


JANUARY 9, 1953. 
Aurora steam electric station, necessity certificate TA-NC-—5943, request for 
extension of time. 
Mr. H. W. Cooper, 
Vice President and Assistant to the President, 
Minnesota Power & Light Co., Duluth, Minn. 


DEAR Mr. Cooper: Attached is a suggested draft of a letter we have prepared 
for your consideration in making a request for extension of time under the above 
TA certificate in lieu of the letter transmitted to us a few days ago. 

In accordance with your transmittal letter we have reviewed this matter care- 
fully in light of our experience to date. Based on our discussions with per- 
sonnel in DPA and DEPA and our experience in handiing several requests for 
time extensions, we believe it to be highly advisable to maintain the position 
that, in the opinion of the company, the start of construction of the entire 
project covered by the certificate is a satisfactory compliance with the time limit 
provision, and then proceed to say that in order to avoid any question as to a 
portion or portions of the project, an extension of time is being requested. 

Our suggested draft takes this approach, and although it does not follow DPA’s 
prescribed outline for such requests, when completed by you it would contain 
the pertinent information asked for and needed by DPA to evaluate the request. 
Similar letters have to our knowledge been acted upon favorably. 

We definitely recommend that the start of construction date stated in the re- 
quest be the date on which the entire project was started. You may need to 
delete some items indicated in our suggested draft or expand on others in re- 
porting on the present status of the Virginia-Aurora transmission line. 

DPA prefers to have an original and 8 copies of such requests, despite the 
fact that their instructions only ask for an original and 2 copies. 

In whatever form you decide to make the request, we suggest that you avoid 
referring to the progress reports filed with the Bureau of Census as giving the 
status of construction. We have been advised by personnel of the Post Certifica- 
tion Division that the reports filed with the Bureau of Census are not physically 
available to them and are not considered as being records on file with DPA. 

Should you have any questions of us after receipt of this letter, please telephone 
me or Mr. Leigh K. Haliberg. 

Very truly yours, 
WALTER B. Cospon. 
DRAFT 


Minnesota Power & Light Co., necessity certificate TA—NC-—5943, request for 
extension of time. 
DEFENSE PRODUCTION ADMINISTRATION, 
Post-Certification Division, 
Office of Construction and Resources Expansion, 
Washington, D. C. 


GENTLEMEN: The above necessity certificate, dated November 9, 1951, covers 
construction of our 88,000-kilowatt Aurora steam electric station and the trans- 
mission lines to connect it to the main transmission system. 

Start of construction for this project was realized ___._______ and construction 
is continuing to progress as scheduled. The scheduled inservice date of March 
1953 for unit No. 1 is being maintained while we have been compelled to change 
the inservice of unit No. 2 from May 1953 to June 1953, due to slippage in delivery 
of major equipment. Expenditures to date are $_-_______~ with commitments 
eters is 

We have, as is customary, coordinated construction of the transmission lines 
with the inservice dates of the units. The last related transmission line sched- 
uled to be constructed is described as Virginia-Aurora 110 kilovolt line—24 
miles—$401,000 on page 4 of appendix A of form NSRB-—140 which was attached 
to our application. For this transmission line, engineering is __ percent com- 
plete, survey __ percent complete, right-of-way has been acquired, __ percent of 
materials are on hand with remaining materials on order, proposals for bids are 


completed, contract will be awarded about --________, construction is scheduled 
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to begin and completion will coincide with completion of powerplant. 
It is our opinion that the start of construction date of complies with 
your regulation as to start of construction for the entire project. However, pur- 
suant to the interpretations set forth in your release DPA-446 (446—A), dated 
September 26, 1952, we request an extension of time to for start of 
construction to insure that the above-mentioned transmision line is within the 
limits of what may eventually be interpreted as compliance within the time 
limit of this certificate. 
We will appreciate your granting this request. 
Very truly yours, 
M. L. Hipearp. 


(Memorandum for the file) 


Re Portland General Electric Co. necessity certificate TA—-12913 (station B). 

On February 1, 1956, Mr. Waldemar Seton and the writer met with Mr. George 
English of the United States Department of the Interior relative to the subject 
mentioned necessity certificate. 

During the conversation Mr. Seton pointed out to Mr. English that the amended 
detail sheet accompanying his company’s request of March 31, 1953, for an 
amended certificate had not agreed in total with the total shown on the sum- 
mary sheet of the same request. In processing the request this discrepancy was 
not noted by the examiner and the amended certificate was issued carrying with 
it both the above-mentioned summary and detail sheets. Mr. Seton was careful 
to explain, however, that his letter of March 31, 1953, explaining the different 
cost items did agree with the total stated on the summary sheet. He con- 
cluded by requesting the advice of Mr. English as to whether or not a further 
amendment should be filed with the Office of Defense Mobilization in order to 
show a detail sheet totaling the same as the summary sheet total. 

Mr. English stated that in the processing of applications for necessity certifi- 
eates the detail sheet was not checked against the summary sheet and that the 
necessity certificate reflected the totals shown on the application form and the 
summary sheet. If a discrepancy should exist in the totals on these two forms 
then a question would be raised, but in the Portland General Electric Co. case 
the totals on original application were in agreement. Mr. English also stated 
that in possibly 4 out of 5 cases the detail sheet did not agree in total with the 
summary sheet. Therefore it was generally agreed that it would not be neces- 
sary to further amend this certificate. 

C. R. McDONALD. 


Senator Kerauver. All right, let’s move on as quickly as we can. 

Mr. Drxon. Mr. Chairman, the first one is a memorandum for the 
file from Mr. C. R. McDonald and it is in reference to Portland Gen- 
eral Electric Co.’s necessity certificate. 

I would like to point out that this memorandum tells of a conference 
on February 1, 1956, with Mr. English and Mr. Seton, of the Portland 
General Electric Co., regarding Mr. Seton’s concern because the 
amended detail sheet on his company’s application did not agree with 
the summary sheet. 

Now, as I would understand this, that would mean that these would 
be the details that the summary sheet was supposed to reflect and he 
was concerned because the details didn’t add up to the summary. 

This paragraph appears in the memorandum and it is the last para- 
graph in thismemorandum: It says— 

Mr. English stated that in the processing of applications for necessity certifi- 
cates the detail sheet was not checked against the summary sheet and that the 
necessity certificate reflected the totals shown on the application form and the 
summary sheet. If a discrepancy should exist in the totals on these two forms 
then a question would be raised, but in the Portland General Electric Co. case 


the totals on original application were in agreement. Mr. English also stated 
that in possibly 4 out of 5 cases the detail sheet did not agree in total with the 
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summary sheet. Therefore, it was generally agreed that it would not be neces- 
sary to further amend this certificate. 

I think that might explain some of the success of the client. 

Mr. McDonatp. May I say a word? 

Mr. Dixon. Wait until I point out the second one, sir, and then we 
will ask you a question. 

The second series is a letter with an enclosure. It is addressed to 
a Mr. H. W. Cooper, vice president and assistant to the president, 
Minnesota Power & Light Co., and it is with reference to Aurora 
steam electric station. It is dated January 9, 1953, and is from Mr. 
Cosdon. 

Now, Senator, this one has, on page 2, a very pertinent paragraph. 
This pertains to plans for an expansion, so this paragraph is as follows: 

In whatever form you decide to make the request, we suggest that you avoid 
referring to the progress reports filed with the Bureau of Census as giving the 
status of construction. We have been advised by personnel of the Post Certifi- 


cation Division that the reports filed with the Bureau of Census are not physi- 
cally available to them and are not considered as being records on file with 


DPA. 

If I would understand that letter, that would mean that there wasn’t 
any need for worry if they had filed, with the Bureau of Census a dif- 
ferent projected completion date from that which they had filed with 
the Office of Defense Mobilization, which went to Interior, of course. 

He encloses with that letter a draft of a letter to the Office of Defense 
Mobilization in regard to this matter. 

Now, Mr. McDonald, with reference to your memorandum for the 
file, I think it is quite clear that Mr. English stated to you, in possibly 
4 out of 5 cases, the detail sheet didn’t agree with the summary sheet 
and you need not be worried about that. You got that from Mr. 
English, I assume ? 

Your answer was yes, you got it from Mr. English? Did you say 
“Yes”? 

Senator Kerauver. That is all right, let him say it. 

Mr. McDonaup. My answer is this was an accurate transcription, so 
to speak, of the conversation, but there was a company vice president 
who had received a necessity certificate, who submitted previous ap- 
plications and all of his applications, detail, and summary, agree. 
Everything that I filed myself, I tried to make sure that detail and 
summary agreed. If it didn’t, I thought it was an accounting mistake. 

Now the client noticed it and I think the significant sentence in this 
memorandum is this: This is Mr. Seton speaking, and going to the 
Government and asking advice—what should he do about this mistake 
or apparent mistake and he said, he concluded—this is Mr. Seton 
speaking— 

He concluded by requesting the advice of Mr. English as to whether or not a 
further amendment should be filed with the Office of Defense Mobilization in 
order to show a detail sheet totaling the same as the sumamry sheet total. 

Now we wanted to get it right if it needed to be gotten right. The 
purpose of the memorandum was to show that we did that. 

Mr. Drxon. I am not accusing you, Mr. McDonald. I think you 
are to be complimented. You were very successful. What I am 
0inting out is you knew this information in advance because Mr. 
English told you. 


94133—57—pt. 2——-18 
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Mr. McDonatp. I did not know this information as to detail and 
summary sheet not necessarily being in agreement until that time 
because I assure you every single one of mine were. 

Mr. Dixon. Weren’t you a little surprised that the Interior De- 
partment operated in such a slipshod fashion as this, that it didn’t 
make any difference whether the detail matched summary or vice 
versa ¢ 

Mr. McDonatp. Well, I thought it was loose accounting, yes, sir, 
but the summary sheet was the governing background sheet as far 
as what was issued on the certificate. 

Mr. Dixon. But it didn’t agree with the proof, the details ? 

Mr. McDonatp. The summary was correct. 

Mr. Dixon. But the detail sheet didn’t make any difference if it 
was wrong. That is what thismemo says. 

Mr. Cospon. Mr. Dixon, I would like to say something there. We 
are here dealing with a tax matter that is not av: ailable—that i is, the 
tax accounting is not available to the client until the facility, as I 
understand it, is in service. 

Now the Internal Revenue Service is the final authority on the 
allowance of tax amortization. Therefore, the concern here was 
whether or not it would be necessary or should be appropriate to amend 
it at this time. Certainly we were well aware and the client was 
concerned that when he makes his first application to the Internal 
Revenue Service for whatever tax amortization was permissible under 
this certificate, that questions would be raised. So if there was any 
discrepancy, I would assume that the Internal Revenue Service would 

raise the question at that time. 

Senator Keravver. What I want to understand is, do you mean 
that the detail sheet from which the summary was finally made, as 
this says, don’t have to agree ? 

Mr. Drxon. That is right. 

Senator Keravver. I just wanted to get it clear. 

Mr. McDonatp. May I say something ¢ 

Senator Keravver. Certainly, Mr. McDonald. 

Mr. McDownatp. I am sorry, Senator, but I think the essential sen- 
tence in this memo is this, in reply to the question : 

Mr. English stated that in the processing of applications for necessity certifi- 
cates the detail sheet was not checked against the summary sheet and that the 
necessity certificate reflected the totals shown on the application form and the 
summary sheet. 

Mr. Drxon. I agree with you. That is shocking, Mr. McDonald. 

Mr. McDonatp. Just a minute. 

Senator Keravver. Let him finish. 

Mr. McDonatp. The next sentence is this: 

If a discrepancy should exist in the totals on these two forms then a question 


would be raised, but in the Portland General Electric Co. case the totals on 
original application were in agreement. 


Now, he answered the question. 

Senator Kreravver. All right. I haven’t seen any letters here with 
reference to the Western Massachusetts Electric Co. What was done 
in that case? Are there any on file, Mr. Dixon ? 

Mr. Dixon. We don’t have them here now. We thought we might 
get through what we have here. 
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Mr. Boone. They were furnished. 

Senator Kerauver. Maybe I could ask this: Who was it or which 
of you gentlemen handled the Western Massachusetts Electric case ? 

Mr. Cospon. Senator, both of us participated in handling that ap- 
plication. 

Senator Kerauver. As I understand, Mr. English made an allow- 
ance of 40 percent that went over to ODM and ODM classified it as 
highly vulnerable on a target matter and one of you gentlemen got 
Mr. English to go over there with you to the Defense Department i in 
connection with it to see Mr. Appleby. Which one of you handled that 2 

Mr. McDonatp. I did, sir. I have a letter with me that you are wel- 
come to look at if you would like. 

Senator Krravuver. Just tell us about it. It is in the record. This 
was sent over to the Department of Defense to consider the matter, 
whether it was in the defense area or not. 

Mr. McDonatp. The background on this case is that the Western 
Massachusetts Electric Co. made application for a necessity certificate 
on a plant in West Springfield, Mass. They had been denied on the 
ground of industrial dispersion. The denial or the reason for the 
industrial dispersion question was due to the general area of Spring- 
field being highly industrialized, which made it an area problem, but 
even if that had not been the case, the military, the Department of 
Defense, had raised an objection to the location of the plant in that 
area at the same time. 

In an effort to determine whether or not the need for power in that 
highly industrialized area may not have been more important to 
our country than the need for industrial dispersion at that particular 
city, the company and {, as their representative, went with them, and 
we did arrange for a conference on this matter at the Department 
of Defense. Mr. English did attend that meeting, according to the 
record submitted to GDM by the company vice president, who was at 
the meeting, and this is a copy of his letter, and this was in our sub- 
penaed files and I assume you and the staff have seen this. 

It says, in the pertinent paragraph 

Senator Kerauver. Let the whole letter be filed. 

Mr. McDonaxp. All right. 

(The letter referred to may be found in the Appendix on p. 1219.) 

Mr. McDonarp. May I read this one paragraph ? 

Senator Kerauver. Yes. 

Mr. McDonatp (reading) : 





In an effort to present additional information to the Department of Defense 
because of its objection to the original application, a conference with this group 
was requested. On December 6, 1955, such a conference was held, and present 
for the Department of Defense were Messrs. Haas, Grimm, McLaughlin, and 
Reinsiny. Also present at the request of the Department of Defense, was Mr. 
English, of the Department of the Interior, Power and Water Division. 


Senator Kerauve : Did you ask Mr. English to go over with you? 

Mr. McDonatp. I don’t recall asking Mr. English to go with me; 
no, sir. 

Senator Krerauver. As I recall, Mr. English said he went along as a 
courtesy to the company. 

Mr. McDonatp. Well, Mr. English stated that, Senator. This is 
my recollection. 
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Senator Keravuver. The unusual thing about it was Mr. English 
has been saying here all the time that his only job was to figure these 
percentages, and now we find that in this case that he is over with 
you at the Department of Defense on a dispersal matter. 

Mr. McDonatp. Earlier in this testimony you asked me not to 
defend Mr. English. I won’t attempt to, but I have this record and 
my recollection. 

Senator Keravver. Mr. English joined in recommending that the 
certificate be granted, notwithstanding the fact it was in a dispersal 
area ? 

Mr. McDonatp. That is correct. 

Senator Kerauver. And made a request for an exception; isn’t that 
true ? 

Mr. McDonaxp. If he did not make a specific request, I took it to 
be a general request, certainly. 

Senator Kmeravuver. The letter is in the record, that he did make a 
request for an exception. 

Mr. McDonaxp. All right, sir. 

Senator Keravuver. Did you ask him to? 

Mr. McDonatp. We certainly did; yes, sir; the company and my- 
self. We felt that the need for power was greater than the industrial- 
dispersion aspect. 

Senator Kerauver. Mr. McDonald, you asked him to make a re- 
quest for an exception on a dispersal matter, and yet you and Mr. 
English and everybody has been saying he didn’t have anything to 
do with dispersal. 

Mr. McDonatp. He was an adviser, a delegate agency on the power 
program, sir. He knew the need for power. I hate to take up the 
time, but our request for the waiver from industrial dispersion was 
on the basis of the need for power to the industrial area of Spring- 
field, Mass., and this record shows that it was a highly important area 
to the Department of Defense. Without power, they would be in 
trouble. Now we were trying to present our request for waiver on the 
basis of need for power. I thought it perfectly appropriate for the 
Department of Defense to call in the power delegate agency to discuss 
the matter. 

Senator Keravuver. To refresh your memory, Mr. McDonald, Mr. 
English testified that he went there as a courtesy to the company rep- 
resentatives. I might read it to you. 

While this was an Ebasco Service company and it is the only instance where 
we found that you have gotten into the dispersal matter, and I just wondered what 
the circumstances of it were. 

Mr. ENGLISH. It was not a question of getting into a dispersal matter; it was 
just a matter of a courtesy to a company representative. I went to the Defense 
Department with the company representative. If I recall, I think the Bbasco 
representative accompanied us there. They wanted the decision reviewed as to 
why it was turned down and the statement made as to the need of it from the 
Department. 

So that this seems to be the only instance where Mr. English got into 
the matter of dispersal. Do you feel that was something you 
shouldn’t be asking? Didn’t you feel that was something you 
shouldn’t be asking him to do? 

Mr. McDonatp. No, sir, and I might say my background on these 
industrial-dispersion cases over the period of time from the inception 
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of the program and the time I picked it up until the present time is 
this, and this all started back in the days of the Defense Electric 
Power Administration, on early cases, that, where there was an in- 
dustrial-dispersion question raised, it was a matter of concern to the 
Defense Electric Power Administration as to whether or not the 
plant could be built in the area. They were responsible to get the 
power where it was needed, and the incentive was there to build this 
power, and I have, on several occasions, worked on cases where indus- 
trial dispersion had come up. I have had conferences at ODM, with 
the Department of the Interior, through its Defense Electric Power 
Administration, when those things were discussed, and when the indi- 
vidual case of industrial dispersion was the subject matter and all 
ramifications, the need for the power, the need for the dispersion— 
those matters were discussed and weighed and balanced, and a deci- 
sion was reached, and this case is no different from the others. 

Senator Kerauver. This was 1 of the 2 cases where Ebasco’s client- 
company was turned down, and in this case Mr. English went over 
with you to see the Defense people to join in a recommendation that 
an exception be made. 

. Mr. McDonatp. Well, Senator, we had more than those two turned 
own. 

Senator Keravver. I am talking about the period from April 1955 
up to the present date. 

Mr. McDonatp. So am I, sir. 

Senator Kreravuver. We only have a record of two, Mr. McDonald. 

Mr. McDonatp. Well, you have had my files, and the files are there. 
The denials are in them. 

Senator Kerauver. What are they ? 

Mr. McDonatxp. Two that I seal were two plants of Dallas Power 
& Light Co., and that refers back to the suggestion I gave them about 
plant location. 

Senator Keravuver. That was approved ? 

Mr. McDonatp. No, sir. The Mountain Creek No. 6 unit of Dallas 
Power & Light Co. was denied sometime since 1953 and 

Mr. Drxon. 1955 was the period the Senator is referring to, since 
the goal was reopened and expanded. 

Mr. McDona.p. That is all right. Then I will stand corrected, 
but that application was still denied during the period of time that 
you and I both are trying to talk about. The Mountain Creek No. 7 
unit was also denied for Dallas Power & Light Co. on the same ground. 

Senator Kreravver. Our records show that Dallas Power & Light 
was reconsidered after the applicant submitted a detailed map of the 
Dallas area, and the Dispersal Review Committee considered this 
and the other applications filed by the same applicant as the basis of 
new information upon which they granted the certificate. 

Mr. McDonatp. There were 3 applications filed by the Dallas Power 
& Light Co. on 3 different power units at 2 different locations in their 
service area. The industrial dispersion question had been raised in 
regard to all three. I don’t recall at the moment whether all 3 had 
been denied or whether only 2 of those cases had been denied prior 
to the time we submitted the additional information in support of the 
company’s appeal. But as a net result of the appeal and the addi- 
tional information submitted, 2 of those power projects continued to 
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be denied and the 1, the Park Dale unit, when the other location was 
found to be clear of the industrial dispersion problem, was accord- 
ingly certified. 

Senator Kerauver. ODM sent a list of those that were approved and 
denied and we have a list of those denied and Dallas is not on that 
list. 

Mr. McDonatp. Well, Senator, I suggest you check back with 
ODM. 

Senator Keravuver. We are just relying upon the information we got 
from them. 

Mr. McDonatp. I can appreciate if you don’t have it, why you 
can’t know it, but that is the fact of the matter. 

Mr. Cospon. Senator, Dallas Power & Light Co. was in a very 
unfortunate position because the company itself mainly serves the city 
of Dallus. It is very, very diflicult for the company to find a site close 
enough to the city of Dallas and still meet the criteria on industrial 
dispersion. They, after many conferences, tried to obtain tax amortiza- 
tion but they were unsuccessful because it just stands to reason that 
the Dallas Power & Light Co., serving the city of Dallas, cannot 
move its plant a great distance outside of its load. 

Now the load consisted mainly of a great number of small businesses, 
small contractors who had defense contracts. Al! of that brought upon 
the Dallas Power & Light Co. a need to expand in order to take care 
of its load, which was brought about by the Defense Department. 

Senator Keravuver. Mr. Cosdon, if there is a conflict between you 
and ODM—of course, we have the list here of the ones denied. 

Mr. Cospon. Sir, may I have the list ? 

Senator Keravuver. It is in the record, but here it is. 

Mr. Boone. I think we can get it later, Senator, and look at it, unless 
there is something Mr. Cosdon wants to say about it. 

Senator Kerauver. We have a list of those granted and those denied. 

Mr. McDonatp. If I can offer a suggestion, Senator, I think it might 
clarify it from the standpoint of ODM. After all, this first unit of 
Dallas, the one that was denied, it was filed prior to the closing of the 
goal, but the appeal was made and denied. It was denied originally for 
lack of goal, because the goal had not been extended into 1958, you 
see. 

Now, when it was extended, then that application became current 
again because it fell within the time limits of the goal and at that time 
Dallas Power & Light Co. asked for the application to be considered 
within the goal, and, of course, it was. Then after that, after the 
reopening of the goal, this industrial dispersion question came up and 
possibly because of those dates and all, why ODM did not list it, but 
it was, in fact, denied after the goal was reopened. It was denied on the 
ground of industrial dispersion. 

Senator Keravver. All right. Very well. Any other letters, Mr. 
Dixon? 

I have asked Mr. Wallace to check to see whether or not permission 
to sit has been granted. I would like to finish up with these gentle- 
men if we can. 

Mr. Drxon. We have selected several others here which indicate 
that Mr. McDonald or Mr. Cosdon had consulted on applications, 
prior to the time they were filed with ODM, with Mr. English. 
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Senator Keravver. You mean with Interior. 
Mr. Drxon. With Interior. 
Will you look at your K-872, 378, 402, 403, 404, 417, and 366? 
(The letters are as follows :) 
FEBRUARY 21, 1956. 
Mr. J. A. KEETH, 
Vice President, Kansas City Power & Light Co., 
Kansas City, Mo. 


Dear Mr. Keetu: This is to advise that your letter of February 15, addressed 
to the Office of Defense Mobilization, requesting extension of time for start 
of construction on the Montrose steam electric station (necessity certificate TA-— 
29722) was filed at ODM this morning. I am attaching their receipt for your 
records. 

Prior to filing, I examined the letter with care and also requested Mr. English 
to review it. As far as we can tell the request is in good order. I shall stay in 
touch with both ODM and the Department of the Interior during the course of 
the review and advise you promptly if any questions arise. 

Very truly yours, 
C. R. McDONALD. 


SEPTEMBER 11, 1956. 
Re necessity certificate TA-30537, transmission facilities from Montrose sta- 
tion to Kansas City. 
Mr. J. A. Keatu, 
Vice President, Kansas City Power & Light Co., 
Kansas City, Mo. 

Dear Mr. KEATH: In accordance with your letter of September 6, 1956, I have 
filed with ODM request for amendment of necessity certificate TA-30537. The 
receipt evidence in this filing is attached for your records. 

Prior to filing, I checked the amendment request carefully and as far as I can 
determine there should be no difficulty involved. As you know, the request will 
be forwarded to Mr. English of the Department of the Interior for his recom- 
mendation before final clearance from ODM. I would say that the total time 
involved may amount to 6 weeks. 

Very truly yours, 
C. R. McDoNaAtp. 


APRIL 3, 1956. 
Re necessity certificate TA-30383, Wyoming powerplant. 
Mr. Rosert EB. pr Luccta, 
Vice President and Chief Engineer, 
Pacific Power & Light Co., Portland, Oreg. 

Dear Mr. dE Luccra: In accordance with your letter of Mareh 27, I have deliv- 
ered to the Office of Defense Mobilization your request for time extension for 
start of construction and change in location of plant site of subject-mentioned 
plant. Prior to filing the request at ODM, the request was read by Mr. English, 
of the Department of the Interior, and discussed with him. It appeared to meet 
ODM requirements in every respect. 

Form ODM-77 dated April 2, 1956, receipting for this filing, is attached for 
your records. 

Very truly yours, 
C. R. McDoNa.p. 


WASHINGTON, D. C., April 20, 1956. 
Mr. E. R. pe Luccta, 
Pacific Power & Light Co., 
Portland, Oreg.: 

Amendment dated April 20 to necessity certificate TA-30383 issued by ODM 
today precisely as requested your letter March 27. Location changed to Con- 
verse County-Glenrock area. Starting time extended to conform to construction 
schedule filed with request. Documents airmailed today. 


C. R. McDoNALp. 
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DECEMBER 18, 1953. 
Necessity certificate No. TA—-NC—13627, electric power supply to the Grace mine 
of the Bethlehem-Cornwall Corp. 
Mr. W. T. WENCK, 
Pennsylvania Power & Light Co., 
Allentown, Pa. 


Dear Mr. WENCK: We have been advised today that request for extension of 
time of subject necessity certificate has been forwarded from ODM and received 
by Mr. English in the Department of the Interior. Mr. English believes that it 
would be well to supply additional information in support of the application. 
He has requested that you write a supplemental letter to ODM advising them as 
follows: 

1. The amount of money actually spent on construction. 

2. The amount of money actually spent on equipment purchased and the 
amount for which binding contracts have been entered into. 

3. A firm date for start of construction of the portion delayed and an esti- 
mated date of completion. 

While Mr. English has requested that the above information be sent in quad- 
ruplicate direct to ODM, it would expedite matters to have an extra copy mailed 
to this office in order that we may deliver this to Mr. English, thus avoiding 
the time required to transmit the supplemental information to him by ODM. 

Sincerely, 


C. R. McDOoNALp. 


May 14, 1956. 
Mr. WALDEMAR SETON, 


Vice President, Portland General Electric Co., 
Portland, Oreg. 


Dear Mr. Seton: In line with our conversation of this past Friday, I have 
filed time extension requests on necessity certificates covering both the North 
Fork hydroelectric project (TA-30295) and the Faraday addition (TA-30294). 
Prior to filing at ODM, both letters were reviewed by Mr. English and found to 
be satisfactory. 

The ODM receipts covering these requests are attached for your records. I 
believe it will take in the neighborhood of 6 weeks to obtain the ODM approval 
but I do not believe there will be any difficulty in connection with the requests. 
I will advise you further. 

Very truly yours, 
C. R. McDona cp. 


OctTosBer 6, 1955. 
Re Necessity certificate appliaction TA-30398, Riverton steam-electric generating 
plant, unit No. 9, and transmission facilities 
Mr. M. E. WHITAKER, 
Controller, The Empire District Electric Co., 
Joplin, Mo. 

Dear Mr. WHrrAKker: As you know from our September 30 Washington office 
memo, the power expansion goal was reopened on September 29 and ODM has 
resumed the processing of pending applications under this goal. 

In a conversation with Mr. English of the Department of the Interior on 
October 5, mention was made of your application and Mr. English stated that he 
could complete his processing as soon as the required load and capability infor- 
mation had been submitted. I believe it would be well to submit this informa- 
tion at your earliest opportunity. However, if some delay can be expected, I 
do not believe it would be harmful. If you do anticipate some delay in having 
this information available, I would appreciate knowing, so that I could advise 
Mr. English on an informal basis. 

Very truly yours, 
C. R. McDoNa.p. 


Mr. Drxon. Your 372 and 378 are letters from you, Mr. McDonald, 
toa Mr. Keeth, who is vice president of the Kansas City Power & Light 
Co. The first one is dated February 21, 1956, and the second para- 
graph in this letter reads as follows: 
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Prior to filing, I examined the letter with care and also requested Mr. English 
to review it. As far as we can tell the request is in good order. I shall stay in 
touch with both ODM and the Department of the Interior during the course of 
the review and advise you promptly if any questions arise. 


This pertains to a letter requesting an extension of time for the 
beginning of construction. 

The letter of September 11, 1956, from you to the same party, Mr. 
Keeth, has a second paragraph i in it and it reads as follows: 


Prior to filing, I checked the amendment requested carefully and as far as I 
can determine there should be no difficulty involved. As you know, the request 
will be forwarded to Mr. English of the Department of the Interior for his recom- 
mendation before final clearance from ODM. I would say that the total time 
involved may amount to 6 weeks. 


Your 402 and 403 is a letter with an enclosure from you, Mr. Mc- 
Donald, to Mr. Robert de Luccia, the vice president and chief engineer, 


Pacific Power & Light Co., dated April 3, 1956. The first paragraph 
reads as follows: 


In accordance with your letter of March 27, I have delivered to the Office of 
Defense Mobilization your request for time extension for start of construction 
and change in location of plant site of subject-mentioned plant. Prior to filing 
the request at ODM, the request was read by Mr. English, of the Department of 
the Interior, and discussed with him. It appeared to meet ODM requirements 
in every respect. 

Your letter, 404, is a letter dated December 18, 1953, to a Mr. W. T. 
Wenck from you, Mr. McDonald, and the first paragraph reads as 
follows: 


We have been advised today that request for extension of time of subject neces- 
sity certificate has been forwarded from ODM and received by Mr. English in 
the Department of the Interior. Mr. English believes that it would be well to 
supply additional information in support of the application. He has requested 
that you write a supplemental letter to ODM advising them as follows: 


He sets out three things to advise. Then the last paragraph reads: 


While Mr. English has requested that the above information be sent in quadru- 
plicate direct to ODM, it would expedite matters to have an extra copy mailed 
to this office in order that we may deliver this to Mr. English, thus avoiding the 
time required to transmit the supplemental information to him by ODM. 


Your 417, dated May 14, 1956, to Mr. Seton of Portland General 
Electric Co., has a first paragraph which reads as follows: 

In line with our conversation of this past Friday, I have filed time extension 
requests on necessity certificates covering both the North Fork hydroelectric 
project (TA-80295) and the Faraday addition (TA-30294). Prior to filing at 
ODM, both letters were reviewed by Mr. English and found to be satisfactory. 

The letter 366, dated October 6, 1955, to a Mr. M. E. Whitaker, of 
the Empire District Electric Co., from you, Mr. McDonald, has a 
last paragraph as follows: 

In a conversation with Mr. English of the Department of the Interior on 
October 5 mention was made of your application and Mr. English stated that 
he could complete his processing as soon as the required load and capability 
information had been submitted. 

With reference to those letters, they deal with conversations or 
contacts you had with Mr. English prior to the filing of a letter or 
amendment with ODM; isn’t that correct, sir? 

Mr. McDonaxp. That is right, sir, essentially so. I don’t think that 
last one was, but that is all right. 
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Mr. Drxon. The last one referred to was the letter to Mr. Whitaker. 

Mr. McDonatp. Yes, sir. 

Mr. Dixon. And it states: 

As you know from our September 30 Washington office memo, the power expan- 
sion goal was reopened on September 29 and ODM has resumed the processing 
of pending applications under this goal. 

And it is on the original one, as I understand. 

Mr. McDonato. W ell, I thought you were saying that these all 
related to conversations with Mr. “English before the matter was filed. 
I am not sure. Let me read the letter and maybe I can be certain. 

I said, “In a conversation with Mr. English,” and the subject matter 
was the necessity certificate application. It had received a number. 
It covered the Riverton steam-electric generating plant, unit No. 9, 
and transmission facilities. Now that w rouldn’ t have had a number if 
it had not been filed. 

I said: 


In a conversation with Mr. English of the Department of the Interior on 
October 5 mention was made of your application and Mr. English stated that 
he could complete his processing as soon as the required load and capability 
information had been submitted. 

In other words, without the load and capability figures, Mr. English 
could not process applications. 

Mr. Drxon. This is telling you what he could do. 

Mr. McDonaxp. I don’t see how you can get that into it, but that is 
all right. 

Mr. Drxon. Read the next sentence. 

Mr. McDonaxp (reading) : 

I believe it would be well to submit this information at your earliest oppor- 
tunity. However, if some delay can be expected, I do not believe it would be 
harmful. If you do anticipate some delay in having this information available, 
I would appreciate knowing so that I could advise Mr. English on an informal 


basis. 

In other words, Mr. English, as soon as this correspondence comes 
in, why we will give it to you. But you want to get into other letters 
here, sir. 

Senator Krravuver. The only thing is they speak for themselves. 
They refer to information that you got prior to the filing, but if you 
have any explanation you want to make, 3 you go ahead. 

Mr. McDonatp. Well, I feel called upon “to do it because they are 
all individual cases. I certainly couldn’t generalize on any of them. 
Each case stands on its own. 

The letter to Mr. Keeth, September 11, 1956, which I wrote in 
regard to necessity certificate TA-30537, transmission facilities, re- 
garded a request for amendment of necessity certificate. Now we 
have mentioned this briefly once before. This was a transmission 
line that had been engineered and designed for steel towers. Due to 
the steel tightness and other engineering aspects, the company later 
determined that they found it to be better to build that line with 
wood poles and instead of having 1 line, they actually engineered it 
to have 2 lines carrying the same or maybe something greater, some 
greater transmission. That was an engineering problem. It was 
something that the lay people, so to speak, of ODM might not under- 
stand. They might look at this transmission line as saying: Well, we 
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certified 1 line and here you are now building 2. It was that degree, 
that question and those type of questions that I would review “first 
with Mr. English to get his advice as to whether or not we had cor- 
rectly submitted all of the required information, and, if we had not, 
then I would go back to the company and I would say we need addi- 
tional information, that this as it is presented might not be com- 
pletely understood as the facts really are and that was my job—that 
was the nature of it, that was what I was hired to do. C sriginly any 
other company in this country could have done the same thing, and 
did, I am sure. 

Now I don’t see anything 
Mr. Drxon. You are assuming something there. The fact is you 
did. 

Mr. McDona.p. The fact is I did; yes, sir. 

Senator Keravuver. Very well. We just learned that a request was 
made for us to sit this afternoon and it has been objected to, so we 
will have to go over. I think from the testimony this morning some 
things stand out; that Mr. English’s former testimony and even his 
qualified testimony seems not to be borne out by the facts. It seems 
that Ebasco sought and got detailed information about percentages, 
about procedure | and about extensions, what to file and how to do it, 
and then that this was conveyed on to Ebasco’s clients before any- 
body else got the information. 

It seems, also, from the testimony here that they were handled in 
a rather loose fashion by Mr. English. It is a very confusing and 
disturbing picture. We don’t seem to be able to get the detailed 
worksheets on which these recommendations were based. These are 
matters we will have to go into further. 

You have a number of other letters, Mr. Dixon ? 

Mr. Drxon. Yes, sir. 

Senator Kerauver. Gentlemen, I regret that we have to recess at 
this time, but we will be in touch with you, Mr. McDonald and Mr. 
English and, of course, Mr. Boone. 

Mr. English, your situation was that you were going to leave when? 

Mr. Eneuisu. I leave on the morning of the Sth of - July and I will 
return late the evening of the 19th. 

Senator Keravuver. That is this coming Monday. 

Mr. Eneutsu. That is right. 

Senator Kerauver. The staff will be in touch with you. 

We will stand in recess now, subject to the call of the Chair. 

(Whereupon, as 12:30 p. m., the hearing recessed at the call of the 
Chair.) 
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TUESDAY, JULY 30, 1957 


Unirep States SENATE, 
SuBcoMMITTEE ON ANTITRUST AND Monopo.y 
OF THE COMMITTEE ON THE JUDICIARY, 
Washington, D.C. 

The subcommittee met, pursuant to notice, at 10 a. m., in room 318, 
Senate Office Building, Senator Estes Kefauver, presiding. 

Present: Senators Kefauver (chairman) and Wiley. 

Also present: Paul Rand Dixon, counsel and staff director; Philip 
Layton and George Clifford, attorneys; Ray Cole, investigator ; Car- 
lile Bolton-Smith, counsel to Senator W iley ; Peter C humbris, counsel 
for the minority; George Arnold, administrative assistant to Senator 
Neely. 

Senator Kerauver. The committee will come to order. 

The hearings conducted by the Senate Antitrust Subcommittee have 
helped bring ‘about a clearer understanding of the manner in which 
tax amortization has been used since the end of the Korean war (Jul 
1953) in regulated industries, notably in the electric power field. The 
subject matter is a difficult one, and even accountants of long experi- 

ence do not readily make clear to lay citizens the principles involved 
and the procedures followed in the actual workings of accelerated de- 
preciation of emergency facilities. The subcommittee has now re- 
ceived materials from the Federal Power Commission which give con- 
crete illustrations of tax-free distributions of funds made available 
through tax amortization. 

Let me say at once that I make no suggestion of irregularity in 
commenting on these distributions. I should say that, as far as I 
can see, it is certainly not the intent of Congress, however, that these 
benefits or any part of them should be passed on as return of capital 
to the stockholders. According to Mr. Kuykendall, it is not the policy 
of the Federal Power Commission that this be done, but apparently 
what has been done is not illegal. 

We are submitting these ‘examples so that the subcommittee, the 
Congress, and the public may better understand the operation of an 
important public program, and, with that understanding of this essen- 
tial information, to determine whether it is desirable to maintain in 
force a policy which makes such effects possible in an industry where 
such special inducements may not be necessary. 

It will be recalled that on May 17 Mr. Gus Norwood, executive 
secretary of the Northwest Public Power Association, testified that 
tax-free distributions were made by the Washington Water Power 
Co. He read from a report issued by Kidder, Peabody & Co., a New 
York brokerage and investment house, in which Washington Water 
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Power’s recent dividend policy was described, including the assertion 
that a substantial part of the money thus made a ailable to stock- 
holders was tax-free as a result of rapid tax amortization. 

Subsesquently, in the course of the testimony of Chairman Jerome 
K. Kuykendall, of the Federal Power Commission, the committee 
asked that the Commission obtain from operating utilities a staternent 
as to the tax-free distributions which they had made as a result of 
receiving rapid tax amortization. It was thought wise to clarify the 
matter and so the Commission also sought information in distributions 
made as a result of the liberalized depreciation made possible under 
the Revenue Act of 1954. The year 1955 was chosen as an appropriate 
one, inasmuch as there would be an opportunity to reflect the work- 
ings of the tax provisions affecting both accelerated amortization of 
emergency facilities under the 1950 statute and the use of liberalized 
depreciation under the 1954 statute. 

Almost all operating utilities to which inquiries were addressed 
by the Federal. Power Commission have replied, and helpful informa- 
tion has been furnished to the subcommittee. It is now abundantly 
clear that the distributions made by the Washington Water Power Co. 
as a result of receiving rapid tax amortization was by no means a 
uniqueexample. Of the 34 operating utilities which reported tax-free 
disbursements to stockholders in 1955, 12 reported to the Commission 
that accelerated amortization was an important source of funds used, 
and of these, 8 also used liberalized depreciation; and 1 reported 
use of liberalized deprecation without accelerated amortization. 

The explanation of how rapid tax amortization is used by making 
a so-called return of capital to the stockholders is contained on pages 
4 and 5, and a table on page 6, of this statement. The table on page 6, 
of course, is a theoretical and hypothetical calculation for the purpose 
of showing a method of bookkeeping, and an explanation is made 
on pages 4 and 5 of what is done on this table at page 6. This will 
be printed in the record, and I will not read it because Mr. Rainwater 
is going to explain it and testify about it. I am sure that as a result 
of his explanation we will understand it better than if I read it. 

Also at today’s hearing, an interim report will be presented on trans- 
actions in the common stock of the Idaho Power Co. in the month 
of April, prior to the public announcement on April 25 of the granting 
of the two certificates of necessity. 

In that connection, certain inquiries have been made and subpenas 
are still outstanding on certain individuals for information which has 
not yet been secured. However, I believe at the hearing today the staff 
should report what information has been received as of this time. 

Also, much doubt had been expressed as to the intent of the Idaho 
Power Co. to complete the Oxbow Dam by December 31, 1958. On 
this point fresh evidence is available for presentation today. 

When the subcommittee last heard witnesses on fast tax writeoffs 
in regulated industries on July 3, Mr. George H. English of the 
Interior Department, and Mr. W alter B. Cosdon and Mr. C. R. Me- 
Donald of Ebasco were questioned as to information given by Mr. 
English to Ebasco Services, Inc. 

In an effort to clarify the workings of the revenue regulations, the 
staff was asked to formulate an example and to show, by narrative and 
in tabular form, how a company taking advantage of tax amortization 
could make a distribution which would be partially tax free. This 
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material which I have referred to is included at page 4, 5, and 6 of 
the statement, as I have said before, and Mr. Russell C. Rainwater, 
Chief Accountant of the Federal Power C ommission, who will pr esent 
the results of the Federal Power Commission’s survey of dividends in 
1955, will present what was secured as a result of the inquiries, and he 
will also explain the illustration, as set forth on pages 4, 5, and 6 
of this statement. 

Mr. Cuumepris. Mr. Chairman, before you go on, you mentioned 
Mr. Norwood’s statement in your opening remarks. Senator Langer 
has received a letter from Mr. Delzell of the Portland General Elec- 
tric Co. of Portland, Oreg., in which he refers to certain testimony 
that Mr. Norwood gave. 

Senator Krravver. Let the record show that the distinguished 
Senator from Wisconsin, Senator Wiley, has just entered. 

Excuse me, Mr. Chumbris. 

Mr. Cuumeris. That is all right. 

Senator Langer would like to have this letter from the Portland 
General Electric Co. inserted in the record because he is answering 
the statement made by Mr. Norwood. 

Senator Kerauver. Very well, it will be made a part of the record. 

Mr. Cuumpris. Could it be put in following Mr. Norwood’s state- 
ment ? 

Senator Krrauver. If that portion is not already printed, it will 
be put in following Mr. Norwood’s statement. 

I have not read it, but I think the letter should be sent to Mr. Nor- 
wood for any comment he wants to make, and then let his comment 
follow the printing of the letter. Will you see that is done, Mr. 
Dixon ? 

Mr. Dixon. Mr. Chairman, you may recall you received an identical 
letter from Mr. Delzell. I had proposed today to suggest that it 
be put in the record and that we write Mr. Norwood and send him 
a copy of it. We shall do that, at your instruction. 

(The letter referred to may be found in the Appendix on p. 1281.) 

Senator Kerauver. I see here a letter from Mr. Delzell addressed to 
me. So, that will be done. 

Mr. Rainwater, we are glad to have you back with us again. I 
believe the General Counsel of the Federal Power Commission, Mr. 
Gatchell, is present here, too. Come around with Mr. Rainwater to 
help him with his presentation. 

Mr. Dixon, since you have gone over this matter with Mr. Rain- 
water, suppose you handle the examination. 

Mr. Dixon. Mr. Chairman, before proceeding, you recall, at our 
last series of hearings, in the statement you made at that time you 
made reference to advance information that the staff has received 
pertaining toa summary that the Federal Power Commission had pre- 
pared as to acquisitions by various electric companies during the 
time that moneys were available from rapid tax amortization cer- 
tificates. We have received that complete report now, and I would 
suggest, Mr. Chairman, that it be made a part of the record. 

Senator Krrauver. As I understand it, that is the report from a 
number of utilities to the Federal Power Commission. 

Mr. Drxon. This report shows some 72 companies, as listed on the 
schedule, and some 67 of these companies reported acquisitions sub- 
sequent to the completion of construction of any certified facility. 
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Senator Keravuver. All right. Let the report of the Federal Power 
Commission be made a part of the record. 
(The documents referred to are as follows :) 


FEDERAL PowER COMMISSION, 
Washington, July 25, 1957. 
Hon. Estes KEFAUVER, 
Chairman, Subcommittee on Antitrust and Monopoly, Committee on the 
Judiciary, United States Senate, Washington, D.C. 


Dear Mr. CHAIRMAN: Pursuant to your request, the Commission on June 7, 
1957, addressed a letter to all privately owned electric utilities which are holders 
of tax-amortization certificates permitting accelerated amortization for tax 
purposes under section 168 of the Internal Revenue Code of 1954 or under section 
124A of the Internal Revenue Code of 1939, as amended. The purpose of such 
inquiry was to obtain information concerning acquisitions of any utility proper- 
ties by such companies subsequent to completion of construction of any certified 
facility. 

As the result of our letter requests to the companies, including special follow- 
up letters, responses have been received from all of the 131 companies addressed. 
Our staff has awaited advice from Dr. Blair as to the manner in which he de- 
sires the reported property acquisitions to be summarized. In order, however, 
that a report to you may be made without further delay, our staff has prepared 
the attached summary. Of the 72 companies shown on the schedule reporting 
acquisitions of property, it was found that 5 companies reported acquisitions 
not applicable for the various reasons shown under remarks. This makes a total 
of 67 companies reporting acquisitions subsequent to completion of construction 
of any certified facility. The summary also shows for each company the com- 
pletion date of the earliest certified facilities where the company has more than 
one certificate, the cost of the aggregate acquired property, and the amount indi- 
cated by ODM as eligible for rapid writeoff. The letters received have been 
reviewed by Mr. Clifford, of your subcommittee. 

It is hoped that the staff’s summarization will serve your purposes. A more 
detailed summary giving descriptions or classifications according to types of 
property would involve considerable work on the part of the staff, which is 
the reason this report has been delayed awaiting advice from Dr. Blair. Our 
staff will prepare a more detailed summarization upon receipt of your request 
to do so. In the absence of such request, it will be assumed that the enclosed 
summary meets your needs. 

The responses received have been retained in the Commission's files. Should 
copies of any of them be desired, they will be furnished promptly. 

Sincerely yours, 
FREDERICK STUECK, 
Acting Chairman. 
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Mr. Dixon. Now, Mr. Chairman, as you have said in your opening 
statement today, a request was made of the Federal Power Commis- 
sion to report to this subcommittee a summary of the study pertaining 
to dividends, or return of capial, I believe, as it is referred to, by 
the various utility companies that have received fast tax writeoff 
certificates. 

Mr. Rainwater, in accordance with the subcommittee’s request, 
your office, I believe conducted a survey of class A and B privately 
owned electric utilities. The companies were asked to report as to 
dividends distributed in the year 1955, whether tax amortization was 
claimed under the 1950 law, or whether advantage was taken of the 
liberalized depreciation provision of the 1954 statute, and whether, 
as a consequence of either or both of these provisions, tax-free dis- 
tributions were made to the stockholders. 

That is correct, is it not, Mr. Rainwater? 


STATEMENT OF RUSSELL C. RAINWATER, CHIEF ACCOUNTANT, 
FEDERAL POWER COMMISSION, ACCOMPANIED BY WILLARD W. 
GATCHELL, GENERAL COUNSEL, FEDERAL POWER COMMIS- 
SION—Resumed 


Mr. Rarnwarter. That is correct; yes, sir. 

Senator Keravver. Any time you want to add anything to the 
question or the answer, you do so, Mr. Rainwater. 

Mr. Drxon. I believe reports have been received from virtually all 
the companies; is that not correct? 

Mr. Rainwater. Reports have now been furnished by all of the 
companies. We have had replies from all of them now. 

Senator Kerauver. How many companies were there ? 

Mr. Drxon. I believe you sent out your letter to 278? 

Mr. Rarnwarer. That is correct. 

Mr. Dixon. You say as of now you have received replies from every 
one ? 

Mr. Rarnwarter. We have. 

Mr. Dixon. You have reviewed these reports with members of the 
subcommittee staff; is that not correct ? 

Mr. Ratnwater. Yes, sir. 

Mr. Drxon. At early hearings on this subject, it was suggested that 
partially tax-free distribution made by the Washington Water Power 
Co. must have been unique. Based upon this survey, would you state 
whether or not rather than being unique, others have used this same 
procedure ¢ 

Mr. Rarnwarter. Yes, sir. Of the 278 companies, 34 have reported 
that they had paid common dividends exempt in part during the 
year 1955. 

Senator Keracver. What do you mean by “exempt,” Mr. Rainwater. 

Mr. Rainwater. Less than 100 percent exempt for tax purposes. 

Senator Kreravuver. That is, the person receiving the dividend did 
not have to pay taxes on part of it? 

Mr. Rartnwarer. Yes, sir. They would not have to pay taxes at 
this time. Now, of course, it is understood that the portion that they 
would not have to pay the tax on at this time would have to be 
deducted from their base cost of the stock, so that when they finally 
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sold the stock they would then pay a capital gain tax on the difference 
between their adjusted cost and the amount received for the stock. 

In other words, there would be a tax paid later on, but on the basis 
of the capital gain provisions of the law. 

Mr. Dixon. Mr. Rainwater, you said you had 34 such replies. Of 
those 34 it is true, is it not, that your replies indicated that 12 operating 
utilities in 1955 made distributions which were partially tax free as to 
their stockholders because of the use of tax amortization? That is 
true; it it not? 

Mr. Ratnwater. I believe it is. However, I have not added these 
up, and I notice that is the number in the statement and I assume that 
it is correct. 

Our summary did not add them up according to the classes, but they 
did indicate that there were a large number of them due to accelerated 
amortization, and others were due to accelerated amortization and 
liberalized depreciation, and a few were due to other factors. 

Mr. Dixon. When I used the figure 12, that was taken from your 
summary. 

Mr. Rainwater. Yes, sir; I would accept that figure. 

Mr. Drxon. If you will turn to the specific companies listed on your 
report, I believe it will show from your summary, will it not, that 
the Southern California Water Co. was the company which utilized 
liberalized depreciation alone; is that correct ? 

Mr. Rarnwarer. That is correct; yes, sir. 

Mr. Dixon. Its distribution to common stock holders was 35.4 per- 
cent tax free; is that correct: 

Mr. Rarnwater. The percent that I have is 24.8795. I believe the 
percent you have is the 1956 percent, and I have the 1955 percent, 
that is, the percent for the year 1955, on my summary. 

Mr. Drxon. In error I read the wrong one, sir. It is 24 percent. 

Mr. Rainwater. It is 24.8795. 

Mr. Drxon. Then, the Hartford Electric Light Co. declared com- 
mon dividends which were 35.7 percent tax free. I ask you to note 
the last paragraph of its letter to the Commission. It is true, is it 
not, Mr. Rainwater, that the figure of 35.7 percent is in the report 
of the Hartford Electric Light Co. ? 

Mr. Ratnwater. Yes; they so state. 

Mr. Dixon. Will you now refer to the letter ? 

Mr. Rarnwater. Yes, sir. 

Mr. Dixon. Would you read the last paragraph, please / 

Mr. Ratnwarter. Allright,sir. [Reading:] 


We are enclosing a schedule showing this computation. It is obvious from 
this, that the chief reason for the payment of dividends out of capital from 
a tax point of view was the accelerated amortization of emergency facilities 
due to exercising a certificate of necessity. Liberalized depreciation had rela- 
tively little effect. 


Mr. Dixon. The first sentence says that the dividends on common 
totaled $2,626,440; is that correct? 

Mr. Rarnwarer. It is so reported ; yes, sir. 

Mr. Dixon. On line 4, the percentage declared of return of capital 


by the district. director of internal revenue at Hartford is given as 
35.7 plus; is that correct? 
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Mr. Rarnwater. That is correct; yes, sir. 

Mr. Dixon. I refer you to the next-to-the-last paragraph in the re- 
sponse of the Florida Power Corp. 

It is true, is it not, that this company used both accelerated amorti- 
zation and liberalized depreciation ? 

Mr. Rartnwarter. I am sure that it is true because we are at the 
present time making an examination of that company and we do 
have access to their books. I am aware of that. 

Mr. Drxon. This letter shows, does it not, that the common dividend 
was $3,239,438 ? 

Mr. Rarnwater. That is right, sir. 

Mr. Dixon. Of this, 19.01 percent, or $760,542, was tax free; is that 
correct ? 

Mr. Ratnwater. Yes, sir. 

Mr. Dixon. With reference to the Central Louisiana Electric Co., 
it is true, is it not, that this company paid common dividends of 
$1,334,314? 

Mr. Rarswarer. Approximately that. It is $1,334,315.60. 
Mr. Drxon. Yes. Of this amount, $463,563 was tax free to the 
stockholders, is that right? 

Mr. Rarnwater. That is right, yes, sir. 

Mr. Drxon. The percentage of the common dividends thus tax free 
was 34.67; is that correct ? 

Mr. Ratnwater. Yes, sir. 

Mr. Dixon. Coming to the Detroit Edison Co., I believe it is true, 
is it not, that the distribution made by this company in 1955 exceeded 
$17 million, of which $2,898,684 was tax free to the stockholders; is 
that correct according to the report, sir? 

Mr. Ratnwater. Yes, sir. 

Mr. Drxon. Mr. Rainwater, the first page of this company’s letter 
indicates, does it not, that depreciation allowances played a substan- 
tial part in reducing book net income from $41.6 million to the taxable 
income of $29.9 million. 

Mr. Rainwater. Yes, sir. 

Mr. Dixon. Under “Additional Allowable Deductions,” will you 
please read item 2? 

Mr. Ratnwater (reading) : 

Difference between normal income tax depreciation and amount charged to 
expense on books, $5,239,559. 

Senator Keravuver. What is that now, Mr. Rainwater? 

Mr. Ratnwater. That is the difference between the amount of de- 
preciation that was recorded on their books and the amount that was 
taken for income-tax purposes on all property not subject to accelerated 
amortization and not subject to liberalized depreciation. 

In other words, it would take in property installed prior to the 1954 
revenue act that was not subject to accelerated amortization, and also 
all other property, because there would be no liberalized depreciation 
until after 1954. It would be the difference on property prior to 1954. 

Mr. Drxon. As to line 3, is that the difference between accelerated 
depreciation and normal income tax depreciation ? 

Mr. Ratnwater. Yes, and that would apply to your emergency 
facilities covered by the tax certificates. 
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Mr. Drxon. Does that refer to liberalized depreciation ? 

Mr. Ratnwarer. I am sorry. Liberalized—it does. I was con- 
fused as to the terms. This is under the 1954 section 167. 

Mr. Dixon. Will you please read the next line, which is line 4? 

Mr. Rarnwater. That is the difference between accelerated amor- 
tization and normal income-tax depreciation, $10,800,070. That is 
the difference between the depreciation which they took for book 

urposes on emergency facilities, and the depreciation which they took 

or tax purposes on those same facilities. 

Mr. Dixon. That is $10,800,070. This figure is amortization of 
emergency facilities under the 1950 act; is that correct ? 

Mr. Rarnwater. Yes, sir. 

Mr. Dixon. This deduction of $10,800,000 certainly played a sub- 
stantial part, did it not, in making possible the tax-free distribution 
which is reported on page 2? 

Mr. Ratnwater. Yes, sir. 

Mr. Drxon. Is that correct? 

Mr. Rarnwater. Yes, sir; it had an important part in the difference. 

Mr. Drxon. The figure on page 2 that I am referring to is $2,898,- 
684 ; is that not correct ? 

Mr. Rarnwater. Yes, sir. 

Mr. Dixon. If you will turn to the Public Service Company of New 
Hampshire, I refer you to the second paragraph of the company’s 
letter. Will you please read that? 

Mr. Rarnwarer. Did you ask for the second sentence, or do you want 
the whole paragraph ? 

Mr. Drxon. I think the whole paragraph, sir. 

Mr. Rarnwater. All right, sir. [Reading:] 

This company in 1955 paid dividends of $341,700 on its preferred stock, 3.35 
percent dividend series of $337,500 on its preferred stock, 4.5 percent dividend 
series; and of $2,488,448 on its common stock. Of the distribution of $2,488,448 
made to common-stock holders, 38.3782 was estimated to be exempt from pay- 
ment of Federal income taxes by the recipients. 

Mr. Drxon. I believe it is true, is it not, that this company used both 
accelerated amortization and liberalized depreciation ? 

Mr. Rarnwater. Yes, sir. 

Mr. Dixon. The accelerated amortization brought about a deduc- 
tion of some 1.3 million, I believe it is? 

Mr. Rarnwater. It is $1,347,000. 

Mr. Drxon. That is correct, is it not ? ; 

Mr. Rarnwarter. Yes, sir. 

Mr. Drxon. Also, liberalized depreciation brought a deduction of 
$421,000; is that correct ? 

Mr. Rarnwater. Yes, $421,000 is the additional deduction, yes, sir. 

Mr. Dixon. That is for liberalized depreciation ? 

Mr. Ratnwarter. For liberalized depreciation. 

Mr. Drxon. Will you kindly refer to the last line on page 2 that 
shows $1,533,426 as the taxable income available for distribution after 
these special deductions for depreciation which we have mentioned, and 
other deductions; is that not so? 

Mr. Rarnwater. Yes, sir. 

Mr. Dixon. Does it not also show that the amount tax free to the 
recipients was more than $950,000 ? 
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Mr. Ratnwater. Yes, sir. It would be the difference between the 
$1,533,426 of taxable income available for dividends and the $2,488,- 
448 paid. 

r. Drxon. We made that—— 

Mr. Ratrywater. That is roughly $955,000 difference. 

Mr. Drxon. That is right. 

Now, will you kindly look to the response of the Central Hudson 
Gas & Electric Co. ? 

Senator Krravver. Is Central Hudson a New York company ! 

Mr. Rarnwater. Yes, sir; it has offices at Poughkeepsie, N. Y. I 
believe it operates in southern New York. 

Mr. Drxon. Mr. Rainwater, this company reported common divi- 
dends of $2,018,430, of which 30.4038 percent was tax free; is that 
not correct, sir ? 

Mr. Rarnwater. Yes, sir. 

Mr. Dixon. With respect to this company, accelerated and liberal- 
ized depreciation did not constitute the greatest factors in the tax- 
free distribution ; is that not the case? I believe if you will read it—— 

Mr. Ratywarter. Did you say it did not? 

Mr. Drxon. Did not. 

Mr. Ratnwater. That is what I understood you to say. Yes, that 
is correct. There are other factors that were the predominant factors 
causing the tax-free dividends. Only about a little over a third was 
due to accelerated amortization and liberalized depreciation. They 
mentioned the other factors as being additional deductions due to 
premature requirement of certain gas-production facilities during the 
year, interest charged during construction, and unbilled revenue ac- 
cruais, and the amount allowed for tax depreciation. 

Mr. Drxon. Would you read the last sentence of that last para- 
graph? 

Mr. Ratnwater [reading] : 

We estimate that 29 percent of the difference between book earnings and tax 
earnings was because of the effect of accelerated amortization under necessity 
certificate No. TA—NC-15483, issued to the company in 1952, and 10 percent was 
because of the effect of liberalized depreciation under the 1954 Revenue Code. 

Mr. Drxon. Will you turn to the Rockland Light & Power? Is 
that a New York company ? 

Mr. Rarnwater. Yes, sir. 

Mr. Drxon. It is true, is it not, that this company made distribu- 
tion of more than $1 million in 1955 to common-stock holders, and of 
this, 87.5 plus percent was tax free? 

Mr. Rarnwater. It is so reported ; yes, sir. 

Mr. Drxon. Is it not true, then, that this is approximately seven- 
eighths tax free ? 

fr. Rarnwater. Yes, sir. 

Mr. Dixon. From page 2, would you kindly read the last sentence 
of the Rockland letter ? 

Mr. Rarnwater (reading) : 

In response to your inquiry as to “important differences between accounting 
for books and that for tax purposes,” we would say that the tax-exempt status 
of the dividend is controlled by the relationship of dividends paid in pursuance 
of dividend declarations by the company’s board of directors in accordance with 


New York law on the one hand, to earnings available for distribution as com- 
puted in accordance with the Internal Revenue Code on the other, rather than 
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by the relationship of corporate accounting to tax accounting. We would 
advise, however, that the principal difference between our corporate accounting 
and our determination of Federal income-tax liability lies in the area of deprecia- 
tion, in which our use of accelerated amortization and liberalized depreciation 
for tax purposes is an important factor. 

Mr. Drxon. Mr. Rainwater, will you kindly refer to the California 
Oregon Power Co. That is an Oregon company; is it not? 

Mr. Ratnwater. In California and Oregon ; yes, sir. 

Mr. Drxon. In both States. But I believe its headquarters are 
Medford, Oreg.; is that not correct ? 

Mr. Ratnwater. Yes, sir. 

Mr. Dixon. Will you note the second sentence of the second para- 
graph. I believe that the company says, does it not, that common- 
stock dividends of $2,614,587 were paid in 1955? 

Mr. Rarnwater. Yes, sir. 

Mr. Drxon. Kindly note the last paragraph. This indicates, does 
it not, that the amount of dividends paid from sources other than 
earnings was 70 percent, and therefore not taxable ? 

Mr. Ratnwater. Yes, sir. 

Mr. Drxon. In the third paragraph, the second sentence, will you 
kindly read that? It starts,“The principal item * * *.” 

Mr. Ratnwarter (reading) : 

The principal item is the amortization of 65 percent of the cost of certain 
hydroelectric plants over a 5-year period, rather than depreciation over the 
normal life of the property. 

Senator Witey. Mr. Chairman. 

Senator Kerauver. Senator Wiley. 

Senator Witey. I would like to get this matter clear in my own 
mind, at least. When you use the word “amortization,” that is what 
we have been talking about as depreciation ; is it ? 

Mr. Rarnwarter. Well, it is similar to depreciation. We speak of 
it as amortization because it is not geared to service life. In other 
words, this 5-year arrangement that applies to our emergency defense 
facilities is what it is, so we use the word “amortization” instead of 
“depreciation.” It is analogous to depreciation, except it is a shorter 
life. 

Senator Wier. In other words, does the statute provide that in 
5 years they could depreciate it 100 percent ? 

Mr. Rainwater. It provides they can depreciate it to the extent 
that they are granted certificates. In other words, the certificates 
might provide, as in this case, only 65 percent, but of the 65-percent 
proportion of the facilities, they could write that off over 5 years. 

Senator Winey. In order to get the thing clear in my own mind, 
this would be the same as—let us assume the investment was 3 million, 
4 million, or a hundred million dollars, whatever you want, and 
within 5 years they had depreciated that. How much could they 
depreciate with the certificate ? 

Mr. Ratnwarer. Well, I believe that under this illustration it 
would be 65 percent of the hundred, or $65 million of the $100 
million. 

Senator Winey. All right, $65 million. Now, does their capital 
structure then show $65 million less ? 

Mr. Ratnwarer. No, sir; the capital structure would show only 
the normal depreciation, depending upon the life of the property. 
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Now, if this was a property that had a life of 50 years, the books 
would show that they would have recorded 2 percent per year for 5 
years on the $65 million, so they would just have $6.5 million of 
that set aside in a reserve at the end of the 5 years. So the books 
would have only that much written down. 

Senator Witey. I think I am getting it clear in my mind. 

My next question is: If, as a matter of fact, there had been amor- 
tized 65 percent, there is only 35 percent of the original investment 
back; have the rates provided by the Commission back when it was a 
$100 million investment been reduced so the public pays accordingly; 
or do they remain firm ¢ 

Mr. Rarywater. Well, under the theory that they set up a differ- 
ence as a deferral of taxes to be paid in future years, because over 
the remaining life of the property, if the tax rate remains the same, 
they will pay up the same amount of taxes as they would if they had 
not taken this 5-year deferral. So under the plan of ratemaking, 
of setting up a deferral for this difference, the rates would remain 
the same throughout the period. In other words, consumers—— 

Senator Witey. I do not think I made myself clear. If I invest 
$10,000 and someone gives me back $5,000 of it, I only get interest 
back on the remaining $5,000. 

I want to know how this thing works from the standpoint of the 
public, because as I listen to this testimony it seems to me that here 
is a case where a man is entitled to get back whatever capital he 
wants to be paid, but this being a public utility, reasonable rates 
should be applied to the amount of capital then remaining invested. 
That is why I am interested in asking this question. 

Mr. Ratnwater. Well, of course, I might state first that this matter 
of tax-exempt dividends has not been considered in any case before the 
Commission up to the present time. They have considered this mat- 
ter of what should be done from a ratemaking standpoint for this 
difference between the taxes that would be paid during this first 5 
years and the taxes which would have been payable if they had fol- 
lowed a straight-line depreciation for tax purposes. 

And the Commission has held in two cases, which I believe have 
been referred to here before—in Opinion 264 dealing with accelerated 
amortization, the Commission held that the difference in the taxes 
should be set up in reserve and held to take care of the difference in 
the taxes in future years, so that ratewise you will get the same rate 
in the sixth year as you would in the first year. In other words, the 
consumer would pay exactly the same rate, all other things being 
equal, in the sixth year that he would be paying during the first 5 
years. 

Senator Wirey. After the 70 percent has been fully paid in, then 
paid out to the original capital invested, does the Commission take 
cognizance that the capital has been reduced, say, 70 percent, or does 
it still let the public carry the traffic on the original basis ? 

Mr. Rarnwarter. Well, the capital has been reduced taxwise, but 
the capital has not been reduced from an accounting standpoint at this 
stage. There is that difference between your tax treatment and your 
accounting treatment for it. 

Senator Wier. That is clear as mud to me. I am not talking about 
the tax from the amount distributed—that is a tax. I am talking 
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about the amount distributed from the capital. That is what I am 
talking about. 

Mr. Rainwater. We have not covered that in any case up to now. 

Senator Witry. Do not the State commissions do anything about 
it? If you reduce your capital 70 percent of the original investment, 
does not the State commission that fixes the rates charged the con- 
sumers take into consideration the remaining capital invested, or do 
they go on the theory that in spite of the fact it is all paid out, the 
public has to pay on the basis of what it was originally / 

Mr. Rarnwater. Well, I do not believe the State treatment of this 
accelerated amortization for ratemaking purposes has been very firmly 
established. There are only two or three States that have really dwelt 
with the problem. In one or two States—that I can recall—they 
have allowed this as a deferral of taxes. And that is, in the State of 
Pennsylvania they have allowed it as a deferral of taxes on the accel- 
erated amortization under the defense facilities. However, Pennsyl- 
vania has not allowed it from the standpoint of the liberalized depre- 
ciation. They are drawing a distinction between the two. 

I believe in the State of Sees Jersey they have passed on it recently 
in a water case dealing with liberalized depreciation. They have not 
passed on the accelerated amortization, 

But I would say the State ratemaking treatment of this is not really 
firmly established as yet. There have been very few cases where they 
have dealt with it to my knowledge. 

Senator Keravuver. May I ask a question, too, Mr. Rainwater, 
while you are interrupted ¢ 

Generally, the States have been following the lead of the Federal 
Power Commission; is that not true? That is, generally, with some 
exceptions. 

Mr. Rarnwater. Well, I would hate to generalize as to whether the 
States would or would not follow the Commission. I would say that 
on the accounting on this deferral of taxes, accounting on taxes, the 
States, by and large, have followed the Federal Power Commission. 
but whether they will do so on rates I do not know. 

Senator Keravuver. Let me see if I can ask Senator Wiley’s ques- 
tion in a different way. 

In their accounting for rate purposes, they will have hydroelectric 
facility with a 50-year life expectancy depreciated 2 percent a year? 

Mr. Rarnwarter. Yes, sir. 

Senator Keravuver. Whereas by virtue of having received rapid tax 
amortization on the other side of the books on which they pay out 
dividends, in the case of these companies, they have 65 percent of it 
depreciated in a period of 5 years; is that correct ? 

Mr. Rainwater. Yes, sir. 

Senator Krravuver. So that the public is charged rates based upon 
the depreciation at the rate of 2 percent a year? 

Mr. Ratnwater. Yes; that is right. 

Senator Kerauver. However, the stockholders in these cases, by 
getting returns of capital as set out in these lists, are given the bene- 
fit of the company’s receiving the rapid tax amortization, to some 
extent. Is that correct? So that the benefits of the rapid tax amor- 
tization in these cases is either used by the company for the purpose 
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of building up their reserve or making additional investments or 
paying it out to the stockholders; is that not correct ? 

fr. Rarnwater. Well, the additional depreciation which they 
would take, and where the Commission would, say, allow them to set 
up this difference as a deferral, will provide funds for expansion of 
facilities. But I would like to point out that those amounts would 
have to be held in a reserve and could not be disbursed as dividends. 
And they would have to, in, say, the next 45 years—those amounts 
that could be set aside would be used to reduce taxes, so that over the 
full 50 years you would get the same tax as you would otherwise, 
assuming the same tax rate. 

Senator Keravver. Mr. Rainwater, what actually happens here in 
these cases where they make a return on capital is that by virtue of 
the rapid tax amortization, they have more funds on hand so that they 
can return some of the capital, which otherwise they would not be able 
to do, to the stockholders. 

Mr. Rarnwarter. From a tax standpoint; yes, sir. 

Senator Kerauver. But in any event, the consumer, the ratepayer, 
does not get the benefit regardless of whether it is used to purchase 
new facilities or whether it is returned to the stockholders, under the 
rules of the Federal Power Commission. 

Mr. GatcHetu. Senator, may I try to help out ? 

I think you are dealing, really, Senator—and Senator Wiley’s ques- 
tion went to one aspect of this which is most important, but which has 
not yet been considered by the Commission. If you take a company 
that invests $100 million in its plant and facilities and then is given a 
fast tax writeoff by ODM for that full amount, at the end of the 
5-year period they could have written off the accelerated amortization 
for the full $100 million. 

Now, the normal depreciation is at the rate of 2 percent if the service 
life is 50 years, and just for illustration purposes you might take that 
2 percent, because I think it gives you an easier figure to work with. 

The Commission has treated solely the matter of deferred taxes, and 
has looked at it as being exactly what Congress provided and the 
courts have said it was to be, namely, a deferment of the taxes for 
some later period. 

Now, the companies have gone beyond that, and those companies 
which are given in your statement, Senator, and are listed here in the 
chart attached to your statement, are companies which have taken 
Bete of this money and returned it to their stockholders as tax-free 

ividends. 

And I think Senator Wiley’s question went to what happened when 
they returned these tax-free dividends. 

enator Witey. That is right. 

Mr. Garcuety. Why should they continue their capital investment 
at $100 million when they have returned to their stockholders some 
$48 million as tax-free dividends? 

That question, Senator Wiley, has not yet been considered by the 
State commissions nor by the Federal Power Commission. It is a 
very serious problem which, of course, must come up and will come 
up in the regular course. 
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The only treatment which the Federal Power Commission has given 
to this matter so far relates solely to the deferment of taxes and says 
that by reason of the deferment of taxes Congress meant that benefit 
to go to the company, and therefore the rates were not reduced by the 
Commission during this first 5-year period and then increased there- 
after, but were maintained atbaity throughout the period. 

And the tax-deferred money, the money which would have been paid 
out in taxes but for this accelerated amortizaton, the Federal Power 
Commission said shall not be paid out in dividends, but must be held 
for later payment of the increased taxes which naturally result when 
they have used up this entire accelerated amortization after 5 years. 

Now, it is this 48 percent that you are speaking of, and which is 
shown in the amount distributed, for example, in Chairman Kefauver’s 
table here, as $36,943,851 distributed in 1955, of which $11,824,977 was 
tax free. That has not been considered by either the State commis- 
sions or by the Federal Power Commission, but it has to be considered 
and will be in due course. 

Senator Wirry. I thank you, sir. I think you have clarified some- 
thing now, but there is a bit more confusion in my mind. 

Let us go back to the $100 million. Let us say that they have been 
vermitted to charge off $50 million in 5 years. Let us say, then, the 
$50 million is distributed to the stockholders. That necessarily re- 
duces the capital to $50 million. 

Now then, the rate on $100 million under the State commission in 
the first place would be 6 percent on $100 million or $6 million. But 
$50 million has been paid back in the capital. The rate then is 12 
percent on another $50 million still remaining, and to me what we 
are interested in is getting that right amount of taxes from the people 
who should pay taxes for government. We need it. 

I am just asking these questions because it seems to me that if this 
writeoff is permitted and the $50 million is retained, that is a different 
proposition, because there is still a capitalization of $100 million there, 
and the $50 million is retained for subsequent purposes that you men- 
tioned. 

We have the situation now where the reduced capital is $50 million. 
All right, the corporation all at once, and it is common practice, sells 
its plant to another corporation for $100 million. Is there a $50 
million gain ? 

Mr. GatcuHetL. Senator Wiley, I think vou have on misapprehen- 
sion as to the result ofthe law as it is today, or under the 1950 ac- 
celerated amortization. They could not pay out in tax-free dividends 
the $50 million which was allowed under the ODM certificate. They 
could only pay out 48 percent of that. But that is immaterial. 

The principle to which you are directing your question is a very 
vital principle. The Federal Power Commission in the cases which 
it has dealt with previous to this accelerated amortization, has said 
that whatever was the actual investment was all that a company was 
allowed, and if it had gotten the money back it could not collect it 
twice in a sale such as you are speaking about. 

It has not, however, had up the impact of this reutrn of tax-free 
dividends that is the subject of your inquiry. It has not had that 
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1p to the present time. It will certainly have it up, because it comes 
along in the regular course. 

You see, these things are so recent you just do not fix your rates 
month by month. You have to let these things go along and then in 
due time they will come up and be dealt with specifically, not only 
by the Federal Power Commission, but, I imagine, by each one of 
these State commissions, because they have got some very tough regu- 
latory commissions in all of these States, New York, and California, 
and Wisconsin. Wisconsin is most alert as to these things, and I fully 
expect them to deal with them. 

Senator Witey. I am taking these figures out of the air. I get $50 
back on my $100 stock. My book value of that stock, my cost value, 
is $50. If I go ahead and sell that for $100, I have to pay the tax on 
the increased $50. That is just commonsense. 

Mr. Gatcueti. And you would have a capital gains tax, Senator. 

Senator Witey. That is right. 

Mr. GatcueLL. That would take into account the return of this 
tax-free dividend. You would have to take that into account in your 
capital gains tax. 

Senator Wier. Yes. That is what I mean. I have to pay the 
taxes on that capital gain. 

Mr. Gatcue.y. Yes, sir. 

Senator Wizey. But now the question is: Does the corporation pay ? 
Its capital has been reduced to $50 million because of payment out 
of tax-free payments, capital payments, in other words, not the taxes 
but capital. 

Does the corporation, if it sells it for $100 million, have to pay capi- 
tal gains on $50 million ? 

Mr. Gatcuetit. Now, Senator, we have not dealt with this in the 
Federal Power Commission further than the impact of the tax 
deferment on the rates of the companies. That is the extent that the 
Commission has dealt. with it. 

The Bureau of Internal Revenue, I imagine, will take up the tax 
treatment afforded to the company. We will have to deal with the 
rates, and in examining the rates the Commission, I don’t have any 
doubt, like all the State commissions, will take into account in some 
measure this amount of tax-free dividends that had been paid out. 

Senator Keravver. Mr. Gatchell, I think you have made a very 
fine contribution to this discussion. When this matter first came up, 
Chairman Kuykendall and Mr. Rainwater were here. We had the 
report of Kidder Peabody, which showed that the Washington Water 
Power Co. had apparently started the policy of paying out part of 
their money received from rapid tax amortization to the stockholders 
as a return of capital. 

I believe Mr. Kuykendall and Mr. Rainwater were considerably 
surprised to find that was the case. You were not, Mr. Rainwater? 

Mr. Rarnwater. We were aware there had been cases. I was not 
aware in the case of Washington Water Power, but I think I did men- 
tion in my testimony that I had noted some companies were doing that. 

I think the illustration I mentioned of Detroit Edison was one we 
discussed here this morning. We have made no study of it. 
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Senator Kerauver. As I remember it, Mr. Kuykendall said the Com- 
mission had ruled that the benefits from this rapid tax amortization 
would not, under the rulings of the Federal Power Commission, be 
paid out to the stockholders as return of capital, that it had to be kept 
in the company ; benefits were not given to the ratepayer on his rates, 
and that it should not be paid out to the shareholders as return of 

capital. 

Mr. GarcHetL. The Commisison has said that, yes, Senator. The 
Commission has said that in every order that it has issued on this, 
every one of them. 

Senator Kerauver. Can you refer to the specific one ? 

Mr. Garcuetn. Well, Opinion No. 264, which has already been sub- 
mitted to your committee and the Amere decision which has been 
submitted. 

Senator Kerauver. Are those the only two? 

Mr. Garcue.ni. Those are the only two. 

Senator Kerauver. You mean they specifically said the companies 
would not pay this benefit out to the shareholders ? 

Mr. Gatouey. Yes, sir; and it was dealing with the tax deferral, 
though, Senator, and that is where the difficulty comes. The tax-free 
dividends that are mentioned in your statement do not come from the 
tax deferrals because, you see, the tax is only 52 percent of this income 
and, therefore, it is a certain percentage. 

Senator Kerauver. While there may be a different technical de- 
scription of what they are doing, actually it seems to me as if these 
companies, in paying this return of capital from the benefits received 
by rapid tax amortization, are at least violating the spirit of the 
rulings of the Federal Power Commission. 

Mr. Garcuen. W ell, Senator, I wouldn't want to pass judgment one 
way or the other whether they were violating the spirit. It is cer- 
tainly something which the Federal Power Commission must and 
should go into, and that much I am absolutely positive about, and I 
know that the Commission will. 

I think that the surprise you might have felt expressed was that so 
many companies had engaged in this practice. 

Senator Kerauver. I have read most of the reports and the debate 
at the time these rapid tax amortization laws were passed. They 
are based on the idea that the facility would not be built in the normal 
course of things, that it was an emergency facility needed for some 
defense purpose and as an inducement to the company, in order to 
get them to build the facility, they were being offered rapidly tax amor- 
tization, at least up to a certain amount. It wasn’t supposed to be a 
windfall under the act of Congress. 

It was never suggested or contemplated or even inferred anywhere 
in the reports or the debates, as far as I have been able to find in the 
passage of the rapid-tax amortization law, that this was going to be 
in the nature of a windfall to the shareholders. You have studied 
these reports. Is that your conclusion ? 

Mr. GatcueL. As far as the public utilities are concerned, Senator, 
I certainly am in accord with you. I suggest, however, that you might 
be very much interested in the decision of the Supreme Court re- 
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ported in volume 352, United States Reports, page 302, United States 

v. Allen-Bradley Company, where the Court for the first time dealt 
with the right of the United States to give a partial certificate for an 
investment of an emergency facility and the bo urt there discusses the 
purpose of Congress in passing this law which, of course, related to 
section 124, the accelerated amortization, and not to your liberalized 
depreciation. 

It just is inconceivable to me that the Commission would regard this 
as a windfall to the companies. I just don’t think that is what Con- 
gress intended. 

I think that Congress intended this to be an encouragement to them 
to construct certain emergency facilities and gave to the Office of 
Defense Mobilization and its predecessors the right to determine what 
facilities would not otherwise be constructed unless the encouragement 
was given and you are encouraging somebody to put in their money 
because they can be assured of getting it back. 

Now as to public utilities, the Commission did not regard the de- 
ferment of taxes as a windfall but said that the companies would have 
to reserve that during the 5-year period, that tax deferral, to take 
care of the later payment of taxes, which is not to me by any means 
a windfall. It was not dealing with this. 

Senator Kerauver. That is not being done when they pay it out 
in return of capital. 

Mr. GatcHe.L. I agree with you, Senator, that there is a different 
phase of it that is before you and which will be before the Federal 
Power Commission. I agiee with you completely. 

Senator Keravver. Butit isa ver y¥ important phase. 

Mr. GatcuHeEtt. It is, indeed, a most important phase. 

Senator Keravver. I think it is very important because we have 
taken the year 1955 and, of course, these returns from capital would 
not be possible until the facility was completed. 

Mr. Gatcnert. That is right. 

Senator Krravuver. So that all of this large number of certificates 
under the 1950 act issued in 1953, when the field was reopened, and 
issued in 1954 and 1955, the returns of capital under those big invest- 
ments would not be coming up until perhaps this year and next year 
and in 1959 and 1960. 

Mr. Garcue.. That is right, Senator, and that is why the Federal 
Power Commission has not gotten to them yet. It just takes time. 

Senator Keravver. While this amount here in 1955 in these 12 
cases of $11 million, while that is substantial, that is comparatively 
small in comparison with the figure we are going to have to deal with 
when these large numbers of facilities come into oa 

Mr. Garoreny. I would think that is true, Senator. I do not know 
how much the amount would be, but $11 million is still a substantial 
enough amount for these regulatory agencies to pay attention to it, 
and if it is increased, why, then that is even more Treason why they 
should examine into it and your committee is just pointing the matter 
up. 
Mr. Cuumpris. Mr. Chairman, may I project just one question 
here? 
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Senator Keravver. All right, Mr. Chumbris. 

Mr. Cuumpris. Is there anything in the law now that would give 
the Federal Power Commission the authority to carry out the 264— 
what was that, a regulation ? 

Senator Krravver. That isa ruling. 

Mr. GatcHetyt. Opinion No. 264. 

Mr. Cuumpris. Yes. 

Mr. GatcHett. We would not do it just that way. You mean can 
the Commission make an examination to determine whether what it 
said in that was being done # 

Mr. Cuumpris. Yes. In other words, could the Commission say 
to this company, “Turn the $10 million back in the form of div idends”’? 
Is there anything that the Commission could do in that sense to repri- 
mand, to penalize? Is there anything in the law to that effect? 
Secondly, i is there anything 

Senator Keravuver. Let him answer the first question. 

Mr. GatcHetit. Of course, the Commission polices these accounts 
as they go along, and the Commission can and will make the examina- 
tion of these companies in regular course. 

This, however, is dealing with a phase which was not covered in 
opinion No. 264. This is ‘dealing with the tax-free return of that 
portion not dealt with in opinion 264, 

Opinion 264 merely dealt with the tax deferral and the amount 
which was saved during the 5-year period as a tax deferment. 

Mr. Cuumeris. I understand that the Federal Power Commission 
in effect has said that this $10 million should be set aside so that after 
the 5-year period is over, when the taxes are increased, they will have 
this particular fund to pay the increases on taxes for the next 45 years. 
In these cases, the company has chosen to give it back to the stock- 
holders in the form of a dividend; is that correct 2 

Mr. GatcHett. No. No, that is not right. The amount which was 
set aside by reason of the saving of taxes is not this $11 million at all. 
That is a separate amount. 

This $11 million comes out of the additional savings to the company 
by reason of the amortization certificate. They are permitted to 
amortize a certain amount of dollars. 

Mr. Cuumpris. Perhaps I didn’t make clear my presentation to you. 

Let us get the specific amount that you have. 

Mr. Garcuen. O. K. 

Mr. Cuumerts. There is an amount; tax free, $938,768. 

Mr. GatcHELL. You are reading from the Hartford Electric Co. ? 

Mr. Cuvumpris. No, from the Southern California—yes, Hartford 
Electric. That is correct. 

Now that amount is tax free by reason of the fact that-—you explain 
ittome. Why isthat amount tax free? 

Mr. Garcnett. Well, they are permitted—maybe we had better 
start again. 

Senator Kerauver. If I may suggest, we have at the end of the 
statement that I made, on page 6—— 

Mr. Cuumenrts. Yes, I haveseen that. 

Senator Kreravver. An actual illustration of how it is going to be 
done. 
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If you would defer your question until we go over that exact 
illustration—— 

Mr. GatcHEL. I thouglit this table on page 6, Senator, was a very 
clear illustration of how it comes about. 

Senator Kerauver. So suppose we defer the question about how 
it is done until we get to that table on page 6, and you can bring the 
questions up then. 

Mr. Cuumepris. I still would like to get an answer to my first ques- 
tion about how far can the Federal Power Commission go under the 
existing law in carrying cut its ruling under 264 if the companies, 
as appears to be the testimony here, use the money given back to the 
stockholders, rather than keeping it in this special fund. 

Mr. Garcuetu. I think the Commission can go as far as it needs 
to go. There are only two phases that really concern the ratepayers. 
One is the amount remaining in the capital account or what you might 
call the capital investment, the net investment of the companies, and 
the Commission certainly has full authority to treat that. 

The other is the amount of rates that are paid annually, and the 
Commission has full authority to deal with those rates on interstate 
sales which, of course, you understand do not represent the major 
portion of the sales of any of these companies. 

But on those two aspects, I think the Commission has full authority 
to do anything that is necessary to correct the situation, and I would 
assume that it will do so and then let the State commissions regulate 
the local rates accordingly. 

Senator Kreravuver. Ail right. 

Mr. Cuumprtis. The second question, Mr. Chairman was 

Mr. GarcHe yt. Oh, and excuse me, Mr. Rainwater calls attention 
to one other very vital control which the Commission has exercised, 
and that is the Commission has full authority to prevent the pay ment 
of dividends out of capital if that is done improperly. 

Mr. Cuumerts. Is there anything in the Internal Revenue Code 
that would hamper the use of these particular moneys that are gained 
because of the fast writeoff from being put into the form of dividends 
to the stockholders ? 

Mr. Gatcueti. The impact of sections 167 and 168 of the Internal 
Revenue Code on those things which relate to their regulatory aspects 
is something which will require study in this specific connection. It 
may be perfectly legal for them to have done what they have done 
and they are well advised, and I assume have competent counsel who 
have told them what they can do. 

I am not trying to pass on whether it is legal or not. I don’t know. 
I assume that it is. 

Mr. Cuumpris. Do you know of any instance where the Internal 
Revenue has questioned any of these instances that are related to this 
particular chart ? 

Mr. Gatcuet. I don’t know that. Mr. Rainwater and I are here 
merely from the Federal Power Commission. What the Bureau of 
Internal Revenue has done, I don’t know. 

Mr. Cuumeris. The reason I bring out this question, if there is 
something here 
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Senator Keravuver. Mr. Chumbris, we plan later to get a report 
from the Treasury Department’s Internal Revenue Service. 
Suppose we let Mr. Dixon proceed. 

Mr. Wieaac Mr. Chairman, I was going through the examples that 
had been furnished in this summary and the supporting letters to 
those examples which had been summarized. 

I think that at this point I should request that the summary be 
put into the record, together with the supporting letters. I think we 
have illustrated thus far how they work. 


Senator Kerauver. Suppose in that connection we put the summary 
in the record and the particular paragraphs that you refer to that 


you think are pertinent. You probably want to keep these letters 
yourself, don’t you, Mr. Rainwater ? 


Mr. Rainwater. I should think we want to keep the originals. 
Senator Krerauver. Copies will be filed with the subcommittee. 
(The material referred to is as follows :) 


FEDERAL POWER COMMISSION, 
Washington, July 19, 1957. 
Hon. Estes KEFAUVER, 
Chairman, Subcommittee on Antitrust and Monopoly, Committee on the 
Judiciary, United States Senate, Washington, D.C. 


Deak Mr. CHAIRMAN: Pursuant to your request the Commission on June 7, 
1957, addressed a letter to all class A and B privately owned electric utilities 
requesting information concerning dividends for 1955 which were considered to 
be exempt in whole or in part from the payment of Federal income taxes by the 
recipient. 

Of the 278 inquiries mailed, 272 replies have been received of which 33 com- 
panies report that portions of 1955 common-stock dividends were deemed to be 
exempt from Federal income-tax payments by the recipient. The attached sum- 
mary shows for the 33 companies the percentages of 1955 common-stock divi- 
dends deemed to be tax exempt to the recipients. 

For the most part the respondents to the inquiry designated such tax-exempt 
dividends as return of capital from the tax standpoint. It is the understanding 
of our staff that although such dividends may not be taxable to the recipient in 
the year of receipt, the amounts thereof must be used to reduce cost base of the 
stock which in turn increases the taxable gain or reduces the deductible loss 
upon eventual sale of the stock by the holder thereof; that such ultimate gains 
or losses generally would be in the category of capital gains or losses. 

A summary is attached, for those replies received to date, showing the com- 
panies which report tax exemption with respect to their 1955 dividends. This 
summary, in addition to indicating the percentage of tax exemption, also indi- 
cates whether accelerated amortization and/or liberalized depreciation as per- 
mitted by sections 167 and 168 of the Internal Revenue Code of 1954 are im- 
portant factors in producing the status of return of capital. In a majority of 
cases sections 167 and 168 appear to be the most important factors. Other fac- 
tors, however, also contribute to the tax-exempt status and there are both plus 
and minus factors. Attached is a list of typical plus and minus factors affect- 
ing the status of dividends as to their taxability to the recipients. 

Followup letters (certified mail) were sent to a number of companies which 
had not replied within the 2-week period specified in the Commission’s initial 
letter of June 7, 1957. Only six replies remain to be received. You will be 
informed should any additional companies report tax-exempt dividends. 

There have been furnished to Mr. Clifford, counsel of your subcommittee, 
copies of the letters received to date from companies which report tax-exempt 
dividends. Mr. Clifford also has received preliminary copies of the two sum- 
marizations which accompany this letter. 

Sincerely yours, 
FREDERICK STUECK, Acting Chairman. 
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Summary of companies reporting tax exemption to recipients of 1955 common- 
stock dividends 


(33 affirmative answers in 272 replies received to July 16, 1957, responses not 
received from 6 companies) : 


Percentage | Were accelerated, amortization, 
Company deemed and/or liberalized depreciation 
return of important factors (Yes or No) 

capital 


California: Southern California Water Co 24.8795 | Yes (liberalized depreciation). 
Connecticut: The Hartford Electric Light Co 35. 74303 | Yes (accelerated amortization). 
Florida: Florida Power Corp 19. 01 Yes (both). 
Louisiana: Central Louisiana Electric Co-_----- a. 34. 67 Do. 
Maryland: The Susquehanna Power Co 
Massachusetts: 
Attleboro Electric Co.!_____-_- Se eekaannaamoneap nae 20. 95 
Brockton Edison Co 12. 3029 
Essex County Electric Co.!_____--_-...-.-------..--+ 34. 25 
Fall River Electric Light Co 10. 8804 
EEE IS a eS eae 6. 41 
ye a ee ee ee: ee 22. 53 
The Lowell Electric Light Corp.!...........-....---- 21. 81 
New England Power Co.!__ abe ae aaaaae 42. 29 
Northampton Electric Lighting Tate 16. 39 
Northern Berkshire Electric Co.'.__......-......---- 16. 11 
Quincy Electric Co.!___- Ledeen ties 34. 32 
Southern Berkshire Electric Co.'___----------------- 39. 93 
Suburban Electric Co.! 26. 21 
Weymouth Light & Power Co.!__ | 29. 88 
Worcester County Electric Co.!__._.....---.----.--- 58. 82 
Michigan: The Detroit Edison Co__ 2! 7 16. 79 Yes (both). 
New Hampshire: Public Service Company of New 38. 3782 Do. 
Hampshire. 
New York: 
Central Hudson Gas & Electric Corp-._____--- 30. 4038 Do. 
Rockland Light & Power Co. (New Y ork). ‘ 87. 5271 Do. 
See Oklahoma Gas & Electric Co 21. 00 Yes (accelerated amortization). 
regon: 
The California Oregon Power Co 70. 00 | Yes (both). 
Pacific Power & Light Co__- = vo 57.065 | Do. 
Pennsylvania: Philadelphia Electric P. ower Co___- 4.37 No. 
Rhode Island: The Narragansett Electric Co.!___- 28. 57 Do. 
Texas: Southwestern Public Service Co 55.15 Yes (accelerated amortization) . 
Washington: The Washington Water Power Co 83. 10 Do. 
Wisconsin: | 
Interstate Light & Power Co. (Wisconsin) 40.90 | No. 
St. Croix Falls Wisconsin Improvement Co--_-_-_-_--- 9. 34 Do. 











1 Member of New England Electric System: For these companies an important source of difference: 
between taxable income and book income was indicated to be use of straight-line depreciation for tax pur- 
poses but use of management estimate for book purposes. No company in this group indicated important 
amounts of accelerated amortization or liberalized depreciation. 


TYPICAL ADJUSTMENTS TO BooK Net INCOME To ARRIVE AT EARNINGS AND PROFITS 
FOR FEDERAL INCOME-TAXx PURPOSES 


ADDITIONAL ALLOWABLE DEDUCTIONS SUBTRACTED FROM BOOK NET INCOME 


(a) Excess of depreciation used in tax return over amount recorded in books 
with respect to— 


1. Accelerated amortization. 
2. Liberalized depreciation. 
38. Normal depreciation. 
(6) Amounts capitalized for book purposes but expensed for tax purposes 
representing expenditures during construction period— 
1. Interest. 
2. Ad valorem and social-security taxes. 
8. Pension-plan costs and leave pay. 
4. Officers’ salaries and expenses. 
(c) Extraordinary property losses such as those caused by floods and the 
premature retirement of property. 
(@) Tax loss on sale of property. 


(e) Net earnings of subsidiary not declared as dividend (consolidated tax 
return not filed). 
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(f) Excess of amount paid for State property taxes and franchise taxes over 
amounts charged to expense on books. Such payments in any one year apply 
for tax purposes in the year payment is made but for book purposes one-half 
applies to the succeeding year. 

(g) Additional taxes claimed for Federal income-tax purposes. 

(h) Book profit in respect of condemnation proceedings relating to properties 
owned which will be applied to reduce the cost of properties to be acquired in 
replacement of the condemned properties. 


UNALLOWABLE DEDUCTIONS ADDED TO BOOK NET INCOME 


(a) Provision for deferred Federal income taxes. 


(b) Excess of book provision for Federal income tax over tax as finally 
computed. 


(c) Prepaid rents received which must be considered as income for tax pur- 
poses in the year in which received but for book purposes they are assigned 
to appropriate years of the lease. 

(d) writeoffs of plant acquisition adjustments. 

(e) Unbilled revenue accruals (not included in taxable income). 

Senator Keravuver. All right, Mr. Dixon. 

Mr. Drxon. Mr. Chairman, I am going to attempt to straighten out 
what I think is a bit of confusion here. 

Mr. Gatchell and Mr. Rainwater, I will address this series of ques- 
tions to you both. 

It is true, isn’t it, that under the holdings of the Federal Power 
Commission, for instance, in the Panhandle case that has been called 
to my attention 

Senator Kerauver. What is the order number and the case number? 

Mr. GatcueLu. It is docket No. G—-1116, opinion No. 269, and it is 
commented upon by the court of appeals in the case cited as City of 
Detroit v. Federal Power Commission, sir. Certiorari was denied, so 
we do not have a Supreme Court opinion. but the court of appeals 
decision is in 230 Federal 2d, 810; certiorari denied (352 U. S. 829, 
919). 

Mr. Drxon. I want to commend you on an excellent memory. 

Senator Keravuver. Mr. Gatchell, how long have you been the chief 
attorney at the Commission ? 

Mr. GatoHEL. Just 4 years. I want with the Commission in 1931 
and I have been General Counsel since 1953. 

Senator Keravuver. You know this business inside out. 

Mr. Garcnett. Thank you, Senator. 

Mr. Drxon. It was held in that case, wasn’t it, that the consumer was 
not meant to benefit from tax amortization? That is true, isn’t 
it ¢ 

Mr. Gatcuenn. Yes, sir. 

Senator Witey. What was that, now ? 

Mr. Drxon. That the consumer was not meant to benefit by tax 
amortization. 

Senator Witry. The public was not to gain ¢ 

Mr. Dixon. That was the holding of the Commission and was ap- 
proved by the circuit courts, as Mr. Gatchell has pointed out. 

In that same case, also, doesn’t the Commission say that provision 
would have to be made for deferred taxes? Isnot that correct? 

Mr. Gatcuetu. Yes, sir. 

Mr. Drxon. Will you turn to this page 6 of the example that we have 
here ? 
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Senator Wiley, if I was following his question, was trying to deter- 
mine where did this money come from that was given to the stock- 
holders. Where did it come from ? 

In this example, if you will refer down to about the third item, 1t 
starts off reading: “Provision for deferred income tax (credit to re- 
serve or unrestricted surplus)”. It states there that is 52 percent of 
$9 million, or $4,680,000, less actual tax of $2,080,000. 

That figure of $2 600 ,000 has to be put aside somewhere to take care 
of deferred taxes, ‘isn’t that correct ? 

Mr. Garcuetn. That is right. That is what the Commission or- 
dered—in this illustration—should be set aside and not distributed as 
dividends. 

Mr. Dixon. That is not the whole story. After you set that aside, 
there is a figure of $4,320,000 under this bookkeeping method, isn’t that 
correct ? 

Mr. Gatcue tt. It leaves that figure, but when you ask me to say that 
I assume that is a 100 percent distribution of dividends, that is where 
Iam unable to go along with you. 

Mr. Drxon. I mean this is just an example. This would be some 
figure. If it was 65 percent—— 

Mr. Gatcuety. I am differing with you on a rather fundamental 

int. The figure I agree with, “but I do not assume that it is availa- 

le for a 100 percent distribution as dividends. Now that is my 
difficulty. 

Senator Kerauver. Let us make it clear. 

Some facilities have been 100 percent rapid amortized, but in 
any case they are only 65 percent amortized now. We have just taken 
this as a hypothetical exainple, using round figures. 

Mr. Garcue.u. It is much easier to do it this way. I am in agree- 
ment with your figures completely. 

Senator Keravver. I believe Mr. Rainwater has been over this. 

Mr. Ratnwater. I have looked over these figures, yes. 

Mr. Drxon. This is just a procedure. 

Mr. Gatcuett. It is much easier to illustrate it, Senator, when you 
do it this way. I think it is a much better way to do it all the w ay 
around. 

Mr. Drxon. Mr. Rainwater, you have been over this. Do you ac- 
cept this procedure as reflecting how the moneys become available to 
return to stockholders as return of capital ? 

Mr. Rarnwater. I think it is a fair illustration. The only dif- 
ficulty I would have with it—and I believe I pointed that out when I 
was talking to the staff about it, normally a company would not pay 
out 100-percent dividends. They would pay out something less. In 
the utility industry generally, it would be something in the neigh- 
borhood of 60 or 70 percent. However, that doesn’t really change 
the principles of your illustration. It only changes the percent of 
your tax-free dividends. That is all it does. 

Senator Keravuver. We understand that, Mr. Rainwater. 

Mr. Drxon. To summarize, Mr. Rainwater, even setting aside 
moneys to take care of deferred taxes under the ruling of the Federal 
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Power Commission as approved by the circuit court, after that money 
is set aside, there is still money available for the company to make 
tax-free dividends or to return this capital in the form of tax-free 
dividends. Isn’t that correct, Mr. Rainwater ? 

Mr. Rarnwater. It is available, yes, sir. 

Senator Keravuver. If I understand it, the left side of the chart, 
labeled “per books,” would be the hypothetical way the books would 
be kept for the purpose of making money available for the return of 
capital to the shareholders. 

Mr. Ratnwater. That is right, yes, sir. 

Senator Kerauver. The column on the right side would be the other 
set of books or the other ledger to be kept for the purpose of fixing 
rates. 

Mr. Ratnwater. For the purpose of taxes only. 

Senator Keravuver. For the purpose of taxes. 

Mr. Gatcue.. That is right, yes, sir. 

Senator Kerauver. For the purpose of paying taxes to the United 
States Government. 

Mr. Rarnwater. Yes, sir. 

Senator Witry. You answered one question there I wanted to get 
clear. You said that under this system that would be available for 
payment out of capital. Is that correct? Does the statute contem- 
plate that, or was it otherwise contemplated ? 

Mr. Rainwater. The $4,320,000 is the amount that is available ac- 
countingwise or corporatewise for dividends. But from a tax stand- 
point, they only had $1,920,000 of taxable income. 

Therefore, if they paid out $4,320,000, which they could in the way 
they keep their books, it would mean that $2,400,000 of it would be 
tax free sone it wasn’t covered by available taxable income. 

So the available taxable income is only $1,920,000, but the available 
book income is $4,320,000. 

Senator Wizey. I understand that all right. The point I wanted 
to get was whether or not the law provided that these chargeoffs for 
the purpose of taking care of a situation later on, whether it was 
contemplated that it should be for the purpose of paying back to the 
capital investors the money, whether that is in the law. 

Mr. GatcHe.L. Senator, I think your answer to that question is 
found very clearly in this Allen Bradley case that I cited to you. That 
is a decision by the Supreme Court where they were dealing with sec- 
tion 124, which was the first accelerated amortization provision, but 
the court is there dealing with it. 

Now the original purpose of this statute was to provide an induce- 
ment for people to put up emergency facilities which would not other- 
wise be constructed by private capital, and they did that by insuring 
that they would get their money back within 5 years, and if you get 
your money back within 5 years you get it back as a tax-free return 
of capital. 

If I put a million dollars into a plant and get back a million, cer- 
tainly 1 should not have to pay any tax on what I get back and the 
principle, I say, was the one that was first established. 
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Now your question goes beyond that, really, because you are saying 
that as it related to a public utility what happens when there is a 
return of capital in this tax-free dividend, and that question, I say, 
has not yet been considered and should be considered. 

Senator Kerauver. And will be. 

Mr. Garcuett, And will certainly be by the Federal Power Com- 
mission, and I do not know how any of the State commissions can 
avoid it. 

Senator Keravuver. There is one big fundamental difference, isn’t 
there, Mr. Gatchell and Mr. Rainwater, that the Supreme Court issue 
referring to that did not involve an electric utility where they have 
a eres income on their investment ? 

r. Gatcuety. It certainly did not involve a regulated utility, 
although I certainly don’t concede that we guarantee any of these 
utilities. 

Senator Kerauver. What I mean is ordinarily the regulated utility 
does get 6 percent. , 

Mr. GatcHe.u. Yes, sir. We allow them not over 6 percent. 

Senator Keravuver. Proceed, Mr. Dixon. 

Mr. Drxon. I will just make one comment. 

Mr. Gatchell, you said the Federal Power Commission certainly 
would have to consider this problem. The problem has existed since 
1953, and it has not been considered yet ? 

Mr. Garcue.z. Well, I don’t know that it has existed since 1953. 
It did not come in to us until after that. 

Mr. Drxon. We had a document introduced early in this record 
which indicated that in March 1953 the Washington Water Power 
Co. made a substantial return of capital from moneys under author- 
ity of the State commission. That is the reason I bring the year 
1953 into this. 

Mr. Rarnwater. I wonder if I could just make a comment there. 

I am sure that we have had no rate cases involving Washington 
Water Power since 1953 where we would have had occasion to consider 
this problem. 

Mr. Drxon. It just never has come before the Commission. It has 
existed, but it hasn’t come there yet; is that it ? 

Mr. Ratnwater. We have just had no case where it has come up; 

es, sir. 
‘ Mr. Drxon. Mr. Chairman, I would like to have this little docu- 
ment made a part of the record. It is based upon the summary and 
the figures that were furnished by the Federal Power Commission. 
It was prepared by the staff. 

Senator Krerauver. That is the tabulation you have been referring 
to. It will be made a part of the record. 

Mr. Drxon. Yes, sir. 

(The tabulation referred to reads as follows :) 
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Percent | Amount Amount Distribu- | Tax free 
Company Type of fast} deemed distri- taxfree | tion 5-year| 5-year 
writeoff j|return of buted 1955 projec- projec- 
capital 1955 tion tion 
Southern California Water Co-_--- LD 35. 41 () (2) fe ttatutigd HA diewecee 
Hartford Electric Light Co------- AA 35. 74303 | $2, 626, 439 $938, 768 |$13, 132, 195 |$4, 693, 
Florida Power Corp----_-.._-.---- AA;LD | 19.01 3, 239, 438 760, 542 | 16,197,190 | 3, 802, 710 
Central Louisiana Electric Co....| AA: LD | 34.67 1, 334, 315 463, 563 | 6,671,575 | 2,317,815 
Detroit Edison Co_- AA; LD 16. 79 17, 266. 397 2, 898, 684 | 86, 331,985 |14, 493, 420 
Public Service Company ‘of New 
Hampshire... __. -_| AA; LD | 38.3782 2. 488, 448 955, 022 | 12,442,240 | 4,775,110 
ae Hudson Gas & Electric 
igh sa cas «teinad di eptleekust AA; LD | 30.4038 2, 018, 430 613, 602 | 10, 092, 150 | 3,068,010 
Rockland Light & Power Co.-.-. AA;LD | 87.5271 1, 011, 464 885, 305 5, 057, 320 | 4, 426, 525 
California Oregon Power Co-_--_- AA;LD | 70.0 2, 614, 587 | 1,830,410 | 13,072,935 | 9, 152,050 
Pacific Power & Light_.......-._- AA; LD | 57.065 4, 344,333 | 2,479,081 | 21, 721,665 |12, 395, 405 
Washington Water Power Co.?_ AA 83. 10 4, 040, 305 3, 357, 493 20, 201, 525 |16, 787, 465 
Southwestern Public Service Co.3. AA 55.15 5, 395, 445 2,975, 588 | 26,977, 225 |14, 877,940 
Oklahoma Gas & Electric Co.4___. AA 21.0 5, 911, 528 1, 241, 420° 29, 557, 640 | 6, 207, 100 
TU A a a eB ee 52, 291, 129 | 19, 399, 478 95, 208, 315 96, 997, 390 
1 Not shes n, 


2 Washington Water Power Co.’s reply to FPC did not indicate the amount of 1955 dividends, but tax 


amortization reduced taxes by $2,712,308 in that year. In 1954, the company paid common-stock divi- 
dends of $3,806,244. 


§ Southwestern Public Service Co. in 1955 paid total dividends of $5,995,301 on preferred and common 
but in its return to FPC did not indicate the amount of the common-stock div idend, of which 55.14 was 


tax free. In 1954, giants on common stock were $5,305,540, and on preferred stock dividends were 
$552,626. Source: Moody’ 


4 Oklahoma Gas & E lectric Co., in its report to FPC, did not state the amount of dividends paid in 1955, 
when 21 percent of the dividend on common stock was tax free. In 1954, the company paid common divi- 
dends of $3,979,710. Source: Moody’s. 


Source: Moody’s Public Utility Manual, 1955. 


Mr. Dixon. This tabulation that I am referring to originally didn’t 
show any figures other than the percentage figures of the return of 
capital for the Washington Water Power Co., Southwestern Public 
Service Co., and the Oklahoma Gas & Electric Co. 

Mr. Gatcnety. And Southern California at the top of the list. 

Mr. Dixon. And Southern California; you are right, sir. 

That was because the figures had not been received at the time 
we were given this summary, but we have been furnished the figures 
for three of these companies. They are sizable and I think they should 
be read into the record at this time. 

The amount distributed in 1955 by the Washington Water Power 
Co. was $4,040,305. On that amount, $3,357, 493.45 was return of 
capital as a tax-free dividend. 

Now for the Southwestern Public Service Co., the amount dis- 
tributed in 1955 was $5,395,445.55, and of that amount $2,975,588 was 
returned to stockholders as a tax-free dividend. 

The Oklahoma Gas & Electric Co., $5,911,528 was distributed in 
1955, and of that amount $1,241,420 was return of capital as a tax- 
free dividend. 

Now, Mr. Rainwater, do you have a copy of this little chart before 
you? 

Mr. Rarnwater. Yes, sir. 

Mr. Dixon. Without verifying the multiplication and the figures 
on there, I would merely ask you as to principles. 

There is added under’ a fourth column an amount, tax free in 
1955, the sum of $11,824,977. Now, of course, that w ould be increased 
by the last three figures that I have just recited and corrected. 

Mr. Ratnwater. Yes, sir. 
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Mr. Dixon. That is for the year 1955. If the same conditions pre- 
vailed for the 5-year period that is represented by these 12 companies 
listed here, that figure could be in a sense roughly 5 times that amount. 
Would that not be correct ? 

Mr. Rarnwarer. Yes, sir. That is what it would be as a matter of 
mathematics. 

Now, of course, I should point out that the amount of these tax-free 
dividends is not due entirely to accelerated amortization. There are 
some other factors in all of these figures. But taking this,as a typical 
5-year period with all other factors being equal, why, that is what it 
would amount to as shown in your last column. 

Mr. Drxon. In other words, the 1955 figure would be reproduced 
five times, and that would be quite sizably larger than that amount? 

Mr. Rarnwarter. Yes, sir; that is right. 

Senator Keravcver. I had asked Mr. Chumbris to defer his ques- 
tion about where the money came from until we reached page 6 with 
that hypothetical table. Do you want to bring up that question again, 
Mr. Chumbris? 

Mr. Cuumepris. No. The question has been answered, Senator. I 
think the questions Mr. Dixon has propounded have clarified in my 
mind the answers to the questions that I had submitted to Mr. Gat- 
chell and to Mr. Rainwater. 

Senator Kerauver. All right. 

Mr. Cuumerts. Before Mr. Rainwater leaves, I would live to ask 
him just one question. 

Senator Kerauver. Go ahead, Mr. Chumbris. 

Mr. Cuumertis. Mr. Rainwater, at our last hearing on tax amortiza- 
tion, I had inserted into the record an exhibit, and procedures in 
reaching that exhibit, on this 50-year exhibit that you had introduced 
into the record quite some time ago on tax amortization, how fast 
right-offs work, which was submitted by Mr. Jacob Friedman. 

I wonder if you have seen that? 

Mr. Rainwater. No, sir; I am not sure as to just which table—— 

Mr. Cuumpris. The one where you arrived at the $83 million which 
was reduced to $60 million when you take into consideration sec- 
tion 167. 

Mr. Ratnwarter. I remember that; yes, sir. 

Mr. Cuumpris. You remember your exhibit? 

Mr. Rarnwater. Yes, sir. 

Mr. Cuumerts. Mr. Friedman has inserted an exhibit into the 
record which is diametrically opposed to the figures which you have 
reached. In effect, he shows that the Federal Government gains 
after a 50-year period rather than loses because of the fact that the 
Federal Government gets a 52 percent corporate tax on the gain on 
the $339 million that you had referred to. 

What I would like for you to do is to study Jacob Friedman’s 50- 
year schedule plus his procedures in arriving at that figure and give 
us your views on it. 

Senator Kerauver. Mr. Chumbris, you submit that to Mr. Rain- 
water. 

Mr. Rarnwarter. All right, sir. 

Senator Kreravuver. I want to say before you gentlemen leave that 
I was not aware of this benefit that these companies were getting 
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prior to the time the matter came to our attention a short time back. 
From my discussions with Senator Byrd and with others, I do not 
think the Members of the Congress generally are aware of the fact that 
rapid tax amortization awards are being used for the purpose of giv- 
ing a so-called return of capital tax free to the stockholders. At the 
same time the capital structure for ratemaking purposes is not being 
changed, that is, no benefit is being passed on to the stockholders. 
So that we have here a picture where the consumer is getting no bene- 
fit. Part of the rapid tax:amortization is being made use of, as shown 
by the records, to expand facilities, to make acquisitions by buying out 
smaller companies; and then we find the remarkable situation that 
part of the money is being paid tax free to the shareholders. 

It has been referred to here as a return of capital. Of course, it is 
actually not a return of capital. It is taking the benefits made avail- 
able by the United States Government and enabling the company to 
return some money to the stockholders tax free. My feeling is that 
this is largely unknown to Members of Congress. It is a bonanza 
to the shareholders that was not intended by Congress at the time of 
the passage of these laws. I think the time has long since passed 
when Congress and the Federal Power Commission ought to do some- 
thing to stop it. I think it is an unexpected development. It is a 
bad situation, the continuation of which is not justified. 

Mr. Dixon. 

Mr. Dixon. Mr. Chairman, we asked the Treasury Department to 
comment on this practice, and among other things we specifically 
requested information as to when the practice began of making tax- 
free distributions for moneys accumulated through tax amortization. 

We have a letter, dated July 29, from the Treasury Department. 
I would like to have it made a part of the record. 

Senator Kreravuver. Let it be made a part of the record. If you 
will, explain in summary form what the letter says. 

(The letter referred to reads as follows :) 


TREASURY DEPARTMENT, 


Washington, July 29, 1957. 
Hon. Estes KEFAUVER, 


Chairman, Subcommittee on Antitrust and Monopoly, Committee on the 
Judiciary, United States Senate, Washington, D. C. 


My Dear Mr. CHAIRMAN: We have your letter dated July 25, 1957, stating 
that the Subcommittee on Antitrust and Monopoly of the Senate Judiciary Com- 
mittee has been conducting an inquiry into the consequences of the issuance of 
certificates of necessity for emergency facilities to companies in regulated indus- 
tries, and that a number of operating utilities have made distributions to their 
shareholders out of funds accumulated through accelerated amortization of 
emergency facilities, or through depreciation allowed under the Internal Revenue 
Code of 1954, or both. 

Your letter further states that the subcommittee has scheduled a hearing for 
Tuesday, July 30, at 10 a. m., and requests a statement on behalf of the Treasury 
Department outlining the statutes, regulations, and rulings which have led to 
the result that certain distributions to shareholders have been treated as a 
return of capital not subject to the Federal income tax. Your letter specifically 
requests information ‘as to when the practice of making tax-free distributions 
from moneys accumulated through tax amortization began.” 

Accordingly, the Department is pleased to set forth herein information which 
it hopes will assist your committee in its inquiry. i 

The general statutory provisions respecting the Federal income-tax treatment 
of corporate distributions are contained in section 301 of the Internal Revenue 
Code of 1954. Under section 301 (¢c) the portion of every distribution which is 
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a “dividend” as defined in section 316 of the 1954 Code is includible in the gross 
income of the recipient, subject to certain credits not here material. 

Section 301 (c) provides as follows: 

(c) Amount TAXABLE.—In the case of a distribution to which subsection (a) 
applies— 

“(1) AMOUNT CONSTITUTING DIVIDEND,—That portion of the distribution 
which is a dividend (as defined in section 316) shall be included in gross 
income.” 

The term “dividend” is defined in section 316 of the 1954 Code to include any 
distribution of property made by a corporation to its shareholders out of (1) 
the corporation’s “earnings and profits’ accumulated after Februery 28, 1913 
(the effective date of the Federal income tax law) or (2) the corporation’s 


“earnings and profits’ for the current year, The statutory definition is as 
follows: 


“SEC. 316. DIVIDEND DEFINED. 


“(a) GENERAL RuLtEeE.—For purposes of this subtitle, the term ‘dividend’ means 
any distribution of property made by a corporation to its shareholders— 
“(1) out of its earnings and profits accumulated after February 28, 1913, 
or 
(2) out of its earnings and profits of the taxable year (computed as 
of the close of the taxable year without diminution by redson of any dis- 
tributions made during the taxable year), without regard to the amount of 
the earnings and profits at the time the distribution was made. 
Except as otherwise provided: in this subtitle, every distribution is made out 
of earnings and profits to the extent thereof, and from the most recently occu- 
mulated earnings and profits. * * *” 

Distributions by corporations to their shareholders, or portions thereof, which 
do not constitute “dividends” as defined by the Code are treated as a return of 
capital to be applied against the basis of the stock in the hands of the share- 
holders. Where capital distributions exceed the basis of the stock in the hands 
of the recipient, the excess is treated as gain from the sale or exchange of the 
stock, except certain distributions which are out of unrealized appreciation 
in the value of property accrued before March 1, 1913, which are exempt from 
Federal income tax. See section 301 (c) (2) and (3) of the 1954 Code. 

The term “earnings and profits” is not defined in the statute, except to a 
limited extent as provided in section 312 of the 1954 Code. The concept of 
earnings and profits in income tax accounting in general corresponds to “earned 
surplus” in corporation accounting. In the absence of a statutory definition 
of “earnings and profits” the Department’s regulations have for many years 
provided general guides as to the treatment of certain items, including depre- 
ciation. Thus, section 1.812-6 of the Income Tax Regulations requires that in 
computing earnings and profits for any period the only depreciation deduction 
to be considered is that based on cost or other basis without regard to March 
1, 1913, value. Implicit in the statute authorizing depreciation, obsolescence 
or amortization is the concept that for income-tax purposes the allowance of 
an amount representing a credit to a reserve for depreciation, obsolescence, 
or amortization of specific assets effectively dedicates that portion of earnings 
and profits for the corporation’s use in replacing those specific assets. It fol- 
lows that such amount can no longer be considered a portion of earnings and 
profits available for distribution to shareholders as a taxable dividend. 

In the administration of the statutory and regulatory provisions respecting 
earnings and profits, the Department has always followed a uniform practice 
to conform the charge to earnings and profits for depreciation to the amount 
approved as a deduction in computing taxable income. In many cases the de- 
duction allowed for depreciation for Federal income-tax purposes differs from 
the amount of depreciation charged by the corporation to its earned surplus 
for its general accounting purposes. However, any such discrepancy has never 
been regarded as justification for charging a greater or lesser amount of depre- 
ciation in the computation of earnings and profits. See Corinne S. Koshland, 
(1935) 33 B. T. A. 634. 

The allowance for accelerated amortization in the case of emergency facili- 
ties on the basis of a period of 60 months was added to the income-tax law by 
section 302 of the Second Revenne Act of 1940, enacted on October 8, 1940. 
This provision first appeared in the Internal Revenue Code of 1989 as sections 
23 (t) and 124, and now appears in section 168 of the 1954 Code in substan- 
tially identical form. Section 124 (a) of the 1989 Code provides as follows: 
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“SEC. 124. AMORTIZATION DEDUCTION. 


“(a) GENERAL RULE.—Every person, at his election, shall be entitled to a deduc- 
tion with respect to the amortization of the adjusted basis (for determining 
gain) of any emergency facility (as defined in subsection (e)), based on a period 
of sixty months. Such amortization deduction shall be an amount, with respect 
to each month of such period within the taxable year, equal to the adjusted basis 
of the facility at the end of such month devided by the number of month (includ- 
ing the month for which the deduction is computed) remaining in the period. 
Such adjusted basis at the end of the month shall be computed without regard 
to the amortization deduction for such month. The amortization above pro- 
vided with respect to any month shall, except to the extent provided in subsec- 
tion (g) of this section, be in lieu of the deduction with respect to such facility 
jor such month provided by section 23 (1), relating to exhaustion, wear and tear, 
and obsolescence. The sixty-month period shall begin as to any emergency 
facility, at the election of the taxpayer, with the month following the month in 
which the facility was completed or acquired, or with the succeeding taxable year. 
[Italic supplied.] 

Since section 124 expressly provided that the amortization allowance should 
he in lieu of the depreciation deduction, the Department, consistent with its long- 
standing practice, treated the amortization allowance in the same manner as the 
depreciation allowance, and in the absence of specific statutory authority did not 
attempt to require a smaller charge in computing earnings and profits than that 
allowed for income and excess profits tax purposes. Section 168 of the 1954 
Code is in all substantial respects the same as the 1939 Code provisions. 

Under the World War II excess profits tax law, as originally enacted in the 
Second Revenue Act of 1940 and as amended by the Revenue Acts of 1941 and 
1942, many taxpayers were entitled to compute their excess profits tax credit 
in accordance with the invested capital method. In these cases the total earn- 
ings and profits of a corporation were included in computing its equity capital 
for invested capital purposes. Therefore, the question as to the treatment of 
accelerated amortization in computing earnings and profits first arose in the 
context of the World War II excess profits tax, in connection with the compu- 
tation of invested cupital. 

The computation of earnings and profits for excess profits tax purposes was in 
all material respects the same as that for determining the tax treatment of 
corporate distributions to shareholder. 

There was no statutory or judicial authority which would have supported the 
Department in any determination that accelerated amortization was not a 
proper charge to earnings and profits for excess profits tax purposes. Further- 
more, any determination which would have permitted a smaller allowance in 
computing earnings and profits for invested capital credit than that allowed in 
computing excess profits tax liability itself would not only have been contrary 
to the Department’s prior practice with respect to depreciation, but would have 
led to substantial reductions in excess profits tax liabilities in a larger number 

of cases. 

In view of these considerations the Department on March 10, 1942, in I. T. 3548, 
C. B. 1942-1, 111, a copy of which is attached hereto for your convenience, ruled 
that for both dividend and excess profits tax purposes accelerated amortiza- 
tion must be charged in full in computing earnings and profits. The position that 
the accelerated amortization allowance must be charged to earnings and profits 
for excess profits tax purposes would, of course, require consistent treatment 
for dividend purposes. 

It should be noted by your subcommittee that the mere fact that a corpora- 
tion, whether an operating utility or otherwise, claims accelerated amortization 
with respect to emergency facilities does not in every case lead to the result 
that the distributions to its shareholders are considered to constitute a return of 
capital rather than taxable dividends. In other words such a corporation may not 
make tax-free distributions out of an “amortization or depreciation’ reserve as 
such. The determination of the tax treatment of a corporate distribution hinges 
upon the complete statement of the corporation’s earnings and profits account, 
not the isolated treatment of individual items, such as amortization and depre- 
ciation. Therefore, in many cases the result that a particular distribution is 
considered to constitute a return of capital to shareholders may not be at- 
tributable solely to the amortization charge to its earnings and profits account, 
‘but rather to the combined effect of all charges, including losses sustained in 
prior years. Since the allowance for accelerated amortization is only one of 
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many items to be considered in the computation of a corporation’s earnings and 
profits for dividend purposes, the records maintained by the Internal Revenue 
Service are not classified in such manner as to indicate, in the case of a tax- 
free distribution, whether such distribution would have been treated as a tax- 
able dividend but for the particular treatment of specific items. Accordingly, 
wholly aside from statutory inhibitions, the Service is not in a position readily 
to ascertain particular instances of tax-free distributions which would have 
constituted taxable dividends but for the allowance of accelerated amortization. 

It is noted that the instances mentioned in your letter apparently all involve 
so-called operating utilities. It should also be mentioned that insofar as the 
computation of earnings and profits is concerned, operating utilities stand in 
the same position as any other class of corporations. There are no statutory or 
regulatory provisions which treat operating utilities any differently from other 
taxpayers with respect to amortization or depreciation allowances. 

It is noted that in your letter you state that in some instances tax-free dis- 
tributions appear to have resulted from the “liberalized depreciation provisions” 
of the 1954 code. It is believed that the foregoing discussion demonstrates that 
the depreciation allowance approved in computing taxable income has always 
been used in computing earnings and profits. Furthermore, the changes in the 
provisions of the 1954 code respecting the allowance for depreciation appear to 
have been influenced primarily by a consensus among taxpayers that deprecia- 
tion allowances for income-tax purposes should be brought more in line with de- 
preciation methods sanctioned by modern accounting theory in the preparation 
and certification of financial statements. Thus, the Department would have no 
more legal basis for refusing to allow the same charge to earnings and profits in 
respect to depreciation under the 1954 code as that allowed in computing tax- 
able income than it would have had under the predecessor sections of the 
1939 code. 

It is hoped that the foregoing statement and explanation of the income-tax 
treatment of the accelerated amortization allowance will be helpful in fur- 
thering the purposes of your subcommittee in the inquiry referred to in your 
letter of July 25, 1957. 

Sincerely yours, 
Frep C. Scrisner, Jr., 
Assistant Secretary of the Treasury. 


SECTION 115. DISTRIBUTIONS BY CORPORATIONS 


Section 19.115-8: Earnings or profits. 1942-12-11037 
(Also Section 718; Regulations 109, Section 30.718—2) I. T. 3543 


INTERNAL REVENUE CODE 


For purposes of both invested capital and dividends, in the case of 
a corporation electing the amortization deduction as prescribed in sec- 
tion 124 of the Internal Revenue Code, as amended, the earnings and 
profits are reduced by amortization of the basis of emergency facilities. 


Advice has been requested concerning the effect of amortization of the basis of 
emergency facilities—a deduction from gross income with respect to such amor- 
tization being authorized in section 23 (t) and 124 of the Internal Revenue 
Code, as amended—upon (1) earnings and profits as a factor in the deter- 
mination of equity invested capital under section 718 (a) 4 for excess profits tax 
purposes, and upon (2) earnings or profits out of which corporate distributions 
to shareholder may be made as dividends under section 115 (a) for income and 
excess-profits tax purposes. 

Every corporation, at its election, as prescribed in section 124, supra, is entitled 
to the deduction with respect to the amortization of the adjusted basis, deter- 
mined under section 124 (f), of any properly certified emergency facility (sec- 
tion 124 (e)) based on a period of 60 months. The deduction with respect to 
amortization is wholly or partially (section 124 (g)) in lieu of (section 124 (a))) 
the deduction provided by section 23 (1) relating to exhaustion, wear and tear, 
and obsolescence. 

For purposes of both invested capital and dividends, in the case of a cor- 
poration electing the amortization deduction as prescribed in section 124, supra, 
the earnings and profits are reduced by amortization of the basis of emergency 
facilities. (Of. section 19.115-3, Regulations 103, as amended by T. D. 5024, 
C. B. 1940-2, 110.) 
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Mr. Dixon. In summary, I would say that the Treasury Depart- 
ment points out that it has long been recognized that the practice 
was all right—I mean that the accounting method was all right, you 
might say. 

Senator Keravver. As distinguished from the practice. 

Mr. Dixon. As distinguished - from the practice. 

As to the specific question as to just when the practice began of 
making the tax-free distributions, reference is made in the last: sen- 
tence of the second paragraph, which reads as follows: 

Your letter specifically requests information “as to when the practice of making 
tax-free distributions from monies accumulated through tax amortization began. 

I might point out to you, sir, that question is not answered in this 
letter, although it is Six pages long. I might state to you that the staff 
will pursue that to determine just how “long the practice has been 
going on. 

Senator Kerauver. That is all you require of Mr. Gatchell and Mr. 
Rainwater ¢ 

Mr. Drxon. That is all. 

Senator Kerauver. We thank you ver y much, gentlemen. You 
have, I think, rendered a great public service in collecting this infor- 
mation and giving your testimony in connection with it. 

Mr. GatcHeti. Thank you, sir. 

Mr. Drxon. Mr. Chairman, as you have stated in your opening state- 
ment, one of the things that the staff will do today is to give an interim 
report on the trading i in Idaho Power Co. stock between the dates of 
April 1, 1957, and April 24, 1957, which you will remember was the 
day prior to the public announcement by ODM of the issuance of the 
tax certificates to the company. April 1, 1957, was the date of the 
Supreme Court's decision affirming the licenses granted by the Fed- 
eral Power Commission to Idaho Power. 

During this period of time, Mr. Chairman, it was reported to us 
by the New York Stock Exch: ange that 13,300 shares of the common 
stock of the Idaho Power Co. were purchased. Of these 13,300 shares, 
8,900 or slightly more than two-thirds were purchased by 4 buyers. 
The rest of the stock, Mr. Chairman, was purchased in small amounts 
by a considerable number of purchasers, which I might state we are 
still examining. 

Senator Keravver. The rest of them, T understand, were then pur- 
chased through brokerage concerns. We are endeavoring and shall 
get the breakdown of who they were purchased for. But we do not 
have that at the present time. 

Mr. Drxon. That is right, sir. 

As I stated, some two-thirds of the 13,300 shares were purchased by 
4 buyers. These 4 buyers were, first, a large upholstery goods manu- 
facturer by name of Orinoka Mills. 

Senator Kerauver. Spell that. 

Mr. Dixon. O-r-i-n-o-k-a M_-i-l-l-s, located in Philadelphia, Pa. 

Senator Kerauver. Can you give the amount / 

Mr. Drxon. On the 1st day of April, they purchased 1,000 shares. 

Senator Krrauver. Do you have a tabulation showing the dates of 
the purchases by these companies to be made a part of the record. 

Mr. Dixon. Yes, sir; we have. 
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Senator Kerauver. Let it be madea part of the record. 
(The tabulation referred to reads as follows :) 


Excluding the shares purchased by specialists and by odd-lot brokers, 13,300 
shares of the common stock of the Idaho Power Co. were purchased on the New 
York Stock Exchange during the 17 trading days from April 1, 1957, the day the 
Supreme Court validated the company’s license, through April 24, 1957, the day 
prior to the public announcement by ODM of the issuance of the tax certificates 
to the company. 

Of these 13,300 shares, 8,900, or slightly more than two-thirds were purchased 
by 4 buyers. These 4 buyers were: 

1. A manufacturer of upholstery goods (the Orinoka Mills, Ruth & Somerset 
Streets, Philadelphia 24, Pa.) 

2. A life insurance company (Standard Life Assurance Co., 3 George Street, 
Edinburgh, Scotland). 

3. A hospital (Childrens Hospital, 45 Milk Street, Boston, Mass.). 

4. An industrial annuity trust (Standard Oil (New Jersey) Annuity Trust, 
Bankers Trust Co., trustee) . 

The following tabulation shows for each of the 4 buyers: the dates on which 
purchases were made, the number of shares purchased on each of those dates, and 
the total number of shares purchased. 


Number of shares 




















Date The manu- | The life-in- | The indus- 
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Mr. Drxon. The second large purchaser was a life-insurance com- 
pany, sir, of Edinburgh, Scotland—Standard Life Assurance Co.— 
and that company over a period of 5 days purchased 3,000 shares. 

The third large purchaser was a hospital, Children’s Hospital of 
Boston, Mass. Over a period of 4 days they purchased 2,200 shares. 

The fourth purchaser was the Bankers Trust Co. as trustee of an 
industrial annuity trust. In 2 days, they purchased 2,700 shares. 

Mr. Chairman, we noted that the Bankers Trust Co. was one of the 
principal sources of moneys which the Idaho Power Co. turned to at 
various times, and it also at various times purchased its bonds. As 
you will remember, in pursuit of that relationship, a subpena was 
served upon the Bankers Trust Co. and certain documents with regard 
to the relationship that existed between Idaho Power Co. and this 
bank were examined. Two of those documents, I think, are important 
enough to read into the record. 

Senator Kerauver. Will you identify the two? They will be made 
a part of the record. 

Mr. Drxon. The first document is dated May 15. The second docu- 
ment is dated June 18 and June 19, 1957. 


| 
| 
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1 think rather than read them into the record, Mr. Chairman, I 


should just summarize what they state in order not to take too much 
time. 


Senator Krerauver. Let the documents be made a part of the record. 

The bell has rung. We will have to recess here very shortly. 

Mr. Drxon. All right, sir. 

Senator Kerauver. Do you have a summary of what is contained 
that you want to make a part of the record ? 

Mr. Dixon. Yes, sir, together with the copies. 

(The documents referred to are as follows:) 


The first memorandum is dated May 15, 1957, and was prepared by W. R. van 
Liew, Jr., of the investment research division of Bankers Trust. It reports the 
address of Mr. T. E. Roach, president, Idaho Power Co., to the New York Secu- 
rity Analysts Society on May 15, 1957, as well as a brief visit which Mr. Van 
Liew had with Mr. Roach. 
Mr. Van Liew reports Mr. Roach as stating that under the license Oxbow is 
“to be started by 1959 and finished by 1961.” Then, after stating that the 
“license permits considerable flexibility in the schedule,” Mr. Van Liew reports 
that “Actually, the company hopes to start Oxbow before 1959.” 
It is to be noted, however, the construction budget of Idaho Power for 1957 of 
$50 million, for $40 million for 1958, and $18 million for 1959, excludes Oxbow 
(top of p.2). Statement there is that Oxbow would add $20 million. 
| It thus clearly appears that although Idaho Power at this date hoped to start 
i Oxbow before 1959, the expense of its construction was not included in the con- 
struction budget figures for the years through 1959. 


MEMORANDUM 
May 15, 1957. 
President Roach addressed the Analysts’ Society today and I had an oppor- 
tunity to visit with him briefly after the meeting. 


SERVICE AREA AND GROWTH 


The service area was characterized as containing many small communities, 
with agriculture dominant in the economy. Phosphate deposits, which are abund- 
ant, encourage the influx of the chemical industry. There are a number of Gov- 
ernment projects. Apart from an Air Force installation, the AEC plant at Arco 
is expanding rapidly (Idaho Power provides two-thirds of electric requirements, 
and Utah Power & Light the remaining one-third). During the past 10 years the 
growth of the company has been at a more rapid rate than that of any other 


utility in the Pacific Northwest whether private or public (including Bonneville 
Dam). 


en a RA A At tt 


PRESENT POWER SHORTAGE AND PLANNED ADDITIONAL CAPACITY 


Presently the company is short 150,000 kilowatts which is being purchased 
from Utah Power & Light. The cost of this power is three times greater than the 
projected cost of power from Idaho's proposed projects. These are the Brownlee, 
Oxbow, and Hells Canyon which would have an initial capacity of 800,000 kilo- 
watts and a potential capacity (by adding additional generators) of 1,300,000 
kilowatts. The cost of this capacity would be $166 per kilowatt as compared 
to the average cost of the presently available 375,000 kilowatts of $172 per kilo- 
! watt of installed capacity. Among the reasons for lower costs of the proposed 
capacity are: (a) Larger dams, (b) ideal sites—the foundation and the canyon 
walls, and (c) the fact that these will be rock filled dams and the material is 
available right at the site. The schedule of completion set forth under the 
; 


+ ee eR 


FPC license authorizing this construction is as follows: Brownlee, by 1958, 
Oxbow, to be started by 1959 and finished by 1861; and Hells Canyon, to be 
started by 1961 and finished by 1964. The license permits considerable flexi- 
bility in the schedule, allowing 2-year extensions of the starting dates and prac- 
| ticaily limitless extensions of completion dates. Actually, the company hopes 
. to start Oxbow before 1959. Mr. Roach summarized the present status of the 
controversy. Legally, the United States Supreme Court has sustained the FPC 


| license. While the National Hells Canyon Association has petitioned the Court 
. for a rehearing, the likelihood of this being granted is very negligible. Politi- 
94133—57—pt. 2——21 
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cally, Messrs. Morse and Neuberger have promised to bring the Hells Canyon 
bill to the Senate floor possibly in a month. In the past, such bills have been 
defeated. Mr. Roach pointed out that at present the company has a 50-year con- 
tract with the United States Government and cannot be deprived of its rights 
without due process and compensation. 


CONSTRUCTION AND FINANCING 


The 1957 construction expenditures are budgeted at $50 million of which ap- 
proximately $15 million to $18 million will be generated internally. The balance 
is to be raised from the sale of securities, of which $20 million already has been 
accomplished through the sale of bonds earlier this year. The company plans to 
sell 200,000 to 225,000 shares of common stock between September 15 and Novem- 
ber 1, and any additional funds needed would be supplied from bank loans. At 
the end of 1957 capitalization ratios are expected to be 54 percent debt, 12 percent 
preferred stock, and 34 percent common equity. Over the longer term, in addi- 
tion to the $50 million budgeted for 1957, expenditures in 1958 are estimated 
at $40 million, in 1959 at $18 million, and in 1960 at $12 million, or a total $120 
million for the 4-year period. This excludes Oxbow which would add another 
$20 million to expenditures during this period. In financing this construction, 
the present conservative capitalization ratios are expected to be maintained, with 
debt never exceeding 54 percent and possibly ranging down to 50 percent. 


TAX DEFERRALS 


With respect to accelerated amortization, the company is normalizing the 
deferrals on the income statement and carrying them in a special reserve on 
the balance sheet. The same accounting treatment is being accorded deferrals 
rising from the use of accelerated depreciation, although management has not 
arrived at a final decision as to how this is to be handled. Mr. Roach remarked 
that tax deferrals could make part of the dividend “tax free”: 25 to 27 percent 
in 1£57, with the percentage increasing in the future. He suggested that the 
present procedure with respect to deferrals from the use of accelerated deprecia- 
tion may not continue. For 1957, the per-share equivalent of these deferrals is 
18 cents from the use of accelerated amortization and 17 cents from accelerated 
depreciation. 

RATE OF RETURN AND EARNINGS 


The company is currently earning a return of 5.88 percent and this is expected 
to drop temporarily to a level of 5.5 to 5.6 percent in 1958. Should the return con- 
tinue at this level the company would unhesitatingly seek higher rates. Rela- 
tions with the Commission are excellent. The last time the company sought 
rate increases, which was in 1952, it was granted relief 2 months after the 
application was filed. 

Earnings for 1957 are budgeted at $2.25, on actual shares outstanding at 
the end of the year giving effect to the sale of additional common stock. This 
figure includes 62 cents per share of credit for construction interest. In the 
company’s projections through 1961 reflecting a 44 percent increase in revenues, 
the sale of surplus power is computed at a “dump” price which is 7 mills below 
the average rate. Should this surplus power be utilized at the average rate, 
it would mean an additional $1.50 per share during a critical water year and 
a further increase of about 35 cents in a normal year. Mr. Roach did not make 
public any earnings estimates for 1960 or 1961. But, privately, he confirmed 
our 1961 range of $3.25 to $3.50 as reasonable. Should the demand in the service 
area utilize the surplus power from Brownlee (assuming sales of this power 
at the average price) and justify starting Oxbow, earnings for 1961 would be in 
the range of $4.75, including 50 cents of credit for construction interest (Oxbow). 


W. R. vAN Liew, Jr., 
Investment Research Division. 





The second memorandum is dated June 18-19, 1957, and was prepared by Mr. 
M. R. Tait, vice president of Bankers Trust, and reports a trip he made to Idaho 
to inspect the construction of Idaho Power. 

The first paragraph is concerned with Brownlee. It states that Brownlee will 
be in operation by the end of September 1958, as originally planned. 
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The second paragraph deals with Oxbow. There it is stated that Idaho origi- 
nally intended to postpone this construction until 1959 or later. The paragraph 
then develops that the Pacific Northwest power group is looking for power 
because they are not making as rapid progress as they had hoped for in securing 
licenses for Mountain Sheep and Pleasant Valley projects, and for that reason 
expressed an interest in contracting for the full output of Oxbow as soon as it 
can be completed. It then recites that the contract is being held up pending 
the outcome of the Hells Canyon bill in the Senate. 

It should be noted that the Pacific Northwest group has recently been awarded 
the Mountain Sheep and Pleasant Valley licenses by an initial determination 
of an examiner for FPC. This fact together with the history of the Hells Canyon 
legislation leaves much doubt that Idaho Power has yet determined when it will 
build Oxbow. Certainly Idaho Power had not determined when it was going 
to build Oxbow as of June 18-19, 1957. 

The next to the last paragraph of the memo (on p. 2) deals with effect that 
builaing Oxbow would have on their budget for construction. ‘Jim,” i. e., James 
Rogers, treasurer of Idaho Power, stated that “they would obviously need more 
sooner” as “compared with their earlier plans to defer it.” 


MEMORANDUM FOR CREDIT FILE 


IDAHO POWER CO., BOISE, IDAHO 
JUNE 18-19, 1957. 

By previous appointment, I spent the 18th with Bob Alworth inspecting the con- 
struction work at Brownlee and Oxbow and, in the evening, was entertained at 
dinner by Med lich. On the 19th I visited at length with Tom Roach and Jim 
Rogers and had lunch and dinner with them. The work at Brownlee is proceeding 
just about on schedule and is approximately half completed. They expect all four 
units to be in operation by the end of September 1958, as originally planned. 
With regard to the disposition of the 360,000-kilowatt capacity at Brownlee, the 
situation is as follows: At present, Idaho Power is buying 100,000 kilowatts from 
Utah Power & Light and 50,000 kilowatts from the Northwest Power Pool to 
meet its present needs. Growth in demand amounts to some 25,000 kilowatts 
per year so that by the time Brownlee is on the line an additional 50,000 kilo- 
watts will be required. This means that 200,000 kilowatts of the new capacity 
will be absorbed immediately into the Idaho Power system. Recently, the 
company signed a contract with Utah Power & Light to provide the latter with 
100,000 kilowatts for a period of years until Idaho needs the power itself, bringing 
the total to 300,000 kilowatts of the available 360,000 kilowatts, the disposition of 
which is already arranged. The balance will serve as reserve capacity and will 
be fed into the pool as available. 

With regard to Oxbow, scheduled to have a capacity of 160,000 kilowatts, they 
had originally intended to postpone this construction until 1959 or later. How- 
ever, the inability of the Pacific Northwest power group of companies to make as 
rapid progress as they had hoped on the Mountain Sheep and Pleasant Valley 
projects has made it necessary for them to look around for other sources of 
power. Discussions have been held between Idaho Power and Pacific Power & 
Light, Portland General Electric, and Washington Water Power, and the latter 
three have expressed an interest in contracting for the full output of Oxbow as 
soon as it can be built. Final terms have not been agreed upon but, if the 
contracts are signed, they will provide that the companies purchasing the power 
will pay all the operating costs and fixed charges of Oxbow until the power is 
required by Idaho. The signing of the contracts has been delayed pending the 
completion of action on the Helis Canyon bill now before the Senate. If this bill 
is defeated, as Tom Roach fully expects, it will be only a short time before the 
contracts will be signed. The FPC license set down 24 months as the allowed 
period of construction but Morrison-Knudsen has informed the company that they 
believe they can build it in 21 months. In order to get the benefit of the amorti- 
zation certificates on Oxbow just issued by the ODM, however, the project must 
be completed by the end of 1958, just 18 months from now. The builders have 
indicated that they can probably complete the job within this period by paying 
overtime and doing other things which would increase the cost by about $1,506,000. 
Jim Rogers told me that, if they can get started soon, they felt it would be desir- 
able to try to get the job done in 18 months in order to get the advantages of the 
tax deferral under the certificate. 
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I asked what effect the construction of Oxbow at once, as compared with their 
earlier plans to defer it, would have on the budget and their needs for bank 
money. Jim said they would obviously need more money sooner; but that, while 
his estimates are very sketchy, he believes they can limit their total bank loans 
to a maximum of $39MM outstanding at any one time, which will come within 
their present lines of credit. He added, at this point, that if we preferred to 
keep our loans to them as low as possible, the First of Chicago had expressed a 
desire to share equally with us rather than have B. T. Co. take all the excess 
over $30MM. However, they said they would not push for this arrangement, 
since they are in the credit largely as a result of our willingness to have them 
inclnded. Jim said that he would start revising their figures at once if the 
Oxbow pruject is approved for immediate construction, and he said that he and 
Tom would be in to see us probably in August or September with the revised 
figures if it works out this way. I told Jim we would, in the meantime, be giving 
some thought to whether we preferred the present borrowing arrangement to be 
continued or whether the First of Chicago should be on an equal basis with us. 

The company is considering moving the date of its next financing, now sched- 
uled for November, up to August or September, which I told Jim would meet 
with our hearty approval. They still plan to sell $10MM of bonds and 200,000 
shares of common. 

M. R. Tarr. 


Mr. Mulgrew. 

Mr. Cooper. 

Mr. Anderson-Credit. 

ce: Messrs, Tuttle, Inc. 
ce: Investment Research. 
ce: Leary. 

Mr. Drxon. I might state that at the last series of hearings we were 
offering for the record a series of documents which had been produced 
by Ebasco Services, Inc. All of those documents were not received 
in the record at that time. As our time is short, sir, I would like to 
request that the remainder of those documents that were returned in 
response to » supena be put in the record. We consider them quite 
pertinent. They tend to show that Mr. English, the principal official 
having to do with tax amortization employed in the Interior Depart- 
ment, had on many occasions given sAvante information to various 
companies that were represented by Ebasco Services, Inc. The letters 
speak for themselves. 

Senator Kerauver. Suppose you go over them with Mr. Cosdon; 
and, if there are any of them that he takes exception to as not being 
Ebasco correspondence, we will save those for presentation at a later 
time. If he makes no exception to them as not being Ebasco docu- 
ments, they can be made a part of the record. 

Mr. Boone (James Boone, of Reid & Priest, attorneys for Ebasco 
Services, Inc.). Senator. 

Senator Keravuver. All right, Mr. Boone. 

Mr. Boone. I don’t want to take up any time. I know that you 
want to recess. 

Senator Kerauver. Speak louder. 

Mr. Boone. Mr. Poth has 1 or 2 documents he would like to be made 
part of the record, subject to your permission. 

Senator Krerauver. He is Washington counsel for Ebasco ? 

Mr. Boone. Yes, sir. 

Senator Keravver. All right, Mr. Poth, if you will submit them. 
We had planned to call Mr. Cosdon and Mr. English, but time has 
runout onus. Iam sorry. 





a A A i i NOTRE 


meet. 
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STATEMENT OF HARRY A. POTH, JR., COUNSEL FOR EBASCO 
SERVICES, INC. 


Mr. Porn. Would you like me to submit these now, Senator, or at 
alater time? Whatever suits your convenience. 

Senator Keravuver. If you can identify them right here and now, 
we can do it now. Why don’t you sit at the table? Mr. Poth, you 
are Washington associate of Reid & Priest, counsel for Ebasco? 

Mr. Porn. That is right; yes. 

May I check my bag for one more. I seem to have all of them here 
except one. 

So that we won’t delay it, Senator, I am having one of my associ- 
ates look for these other documents. I will have them in a moment. 

Senator Krerauver. All right, Mr. Poth. Will you identify what 
you want to submit ? 

Mr. Porn. Senator, I should like to read into the record or have 
copies inserted, whichever you prefer, as a matter of expedition, of 
one paragraph from page 8 of the committee report of the 83d Congress, 
ist session, entitled “Review of Tax Amortization Program.” 

Senator Krravuver. How long a paragraph is it 

Mr. Porn. So much, Senator, if you can see from there. 

Senator Kerauver. The entire page ? 

Mr. Porn. Just the red portion marked at the top, Senator, roughly, 
I would say, 15 lines, or something of that sort. 

Senator Kerauver. Goahead. Read it then. 

Mr. Porn. This is page 8 of that report. 

Senator Kerauver. I believe the whole report is a part of the 
record here, isn't it ? 

Mr. Porn. I don’t know, Senator. If we could have this one short 
thing. 

Senator Kerauver. It will be made an exhibit, and you may read 
that paragraph. 

Mr. Porn. Thanks, Senator. 

(The document referred to is as follows :) 


DELEGATE AGENCY PARTICIPATION 


Each delegate agency is an integral part of the system of processing applica- 
tions for tax amortization. Generally speaking, the delegate agency is the focal 
point for any given applicant to resolve questions pertaining to the needs for addi- 
tional expansion. Delegate agencies are the primary liaison point for industry- 
Government relationships through the medium of industry advisory committees. 

Delegate agencies are the primary sponsors of expansion goals and as such 
maintain the detailed records on the status of expansion goals and exercise the 
required followup with industry to assure accomplishment of the expansion 
objectives. Every application for tax amortization is referred to the appropriate 
delegate agency for report and recommendation prior to final action by ODM, 
formerly DPA. 

For information purposes, a complete list of delegate agencies and each referral 
point therein can be seen in section titled “Status of Pending Cases,” on page 22. 
It will be noted that the Office of Defense Mobilization deals with 48 delegate 
agency referral points. 


Mr. Porn. This is from page 8: 
pag 


Each delegate agency is an integral part of the system of processing applica- 
tions for tax amortization. Generally speaking, the delegate agency is the 
focal point for any given applicant to resolve questions pertaining to the needs 
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for additional expansion. Delegate agencies are the primary liaison point for 
industry-Government relationships through the medium of industry advisory 
committees. 

Delegate agencies are the primary sponsors of expansion goals and as such 
maintain the detailed records on the status of expansion goals and exercise the 
required followup with industry to assure accomplishment of the expansion 
objectives. 


I think that is enough, Senator, if I may. 

Senator Keravuver. All right, Mr. Poth. 

Mr. Porn. Related to that, Senator, I would like to have copied in 
the record, if we could, as an exhibit the instruction sheet that I under- 
stand customarily accompanies all of the ODM tax amortization ap- 
plication forms. Just to identify the document, it is captioned 
“United States of America, Office of Defense Mobilization, Washing- 
ton 25, D.C.” Then a caption: “Notice.” 

Senator Keravuver. That seems to be brief, so let it be copied in 
the record. 

Mr. Porn. Thanks, Senator. 

And I would like to call attention to the material appearing particu- 
larly at the bottom of it in the box, being the relevant reason for its 
being copied in. 

Senator Keravver. All right, sir. 

(Instruction sheet referred to reads as follows :) 


UnitTep STATES OF AMERICA 
OFFICE OF DEFENSE MOBILIZATION 


Washington 25, D.C. 
NOTICE 


To prospective Applicants for Necessity Certificates: 


In the interest of applicants and the Government it is desirable that applicants 
withhold filing of an application for a necessity certificate which will be denied. 
Experience indicates that most denials are based on one or more of the below 
listed provisions of the administration’s regulations (DPA regulation 1, as 
amended). These should be reviewed carefully to determine whether filing of a 
proposed application is reasonable and justified. 


Time element 


Applications filed on or after March 1, 1952, are denied, unless specifically 
excepted, if construction, reconstuction, erection, or installation of the facilities 
began on or after March 1, 1952, and before (1) filing of the application; or, (2) 
issuance of a letter of the cost of land, are estimated by the applicant to cost 
$100,000 or more. 

Separate facilities acquired (e. g., by purchase) earlier than 6 months before 
filing the application will not be certified. 


Essentiality and shortage 


Applications are denied where the administration determines that at the time 
of the beginning of construction, reconstruction, erection, installation, or acquisi- 
tion of the facilities, there was or is no existing or prospective overall shortage of 
such facilities to meet the needs of national defense. 

Applications pertaining to the acquisition of the productive assets of a going 
concern or second-hand facilities are denied unless: 

(a) Clear prospect of a substantial increase in the usefulness of such facilities 
for national defense exists and such increase cannot be obtained by other practical 
means; or, 

(b) Substantial loss of usefulness for national defense would probably result 
in the absence of such acquisition. 
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Location of facilities 


Expansions subject to industrial dispersion as set forth in the instructions of 
appendix B of the application and not located in accord with industrial dispersion 
standards may be denied. 

Miscellaneous factors 


A facility or part of a facility which is or will be used in lieu of existing 
facilities, except to the extent considered extraordinary and necessitated by 
reason of the emergency, will not be certified. 

Expansions that include factors which may tend to eliminate competition, 
create or strengthen monopolies, injure small business, or otherwise promote 
undue concentration of economic power will not be certified. 

Applications are denied when the performance record and other factors bear- 
ing upon the ability of the applicant to construct or acquire and manage the pro- 
posed facility do not justify approval of the application. 

Facilities to be constructed, reconstructed, erected, installed, or acquired by 
a lessor for investment purposes will not be certified. 

An expansion which requires Government financial incentives beyond a neces- 
sity certificate (e. g., loans) will not be certified if the additional capacity can 
be obtained from other sources without such further incentives. 


WHEN IN DOUBT CONTACT YOUR DELEGATE AGENCY 


It is very important to ascertain that there is an unfilled expansion goal for 
the materials or services to be produced by the proposed expansion. The identity 
and Washington address of the department to contact for information on an 
expansion goal for a particular product, or other information, can be obtained 
from any local field office of the Department of Commerce. 

This notice shall accompany each set of form ODMF-2 furnished to appli- 
eants. 

Mr. Porn. Another item, Senator, from the hearings before a sub- 
committee of the Committee on Expenditures in the Executive Depart- 
ments, House of Representatives, 82d Congress, Ist session. 

These hearings took place in March and April of 1951, involving 
according to the caption on this volume “Inquiry into the Policies, 
Procedure, and Program Involving Granting of Certificates of Neces- 
sity and Defense Loans.” 

Senator Keravuver. What is the date? 

Mr. Porn. The hearings, as I say, Senator, took place in March 
and April 1951. 

This particular portion I have reference to appears as part of a mem- 
orandum from the Defense Production Administration, dated March 
1, 1951, and shows, Senator, at page 381 of the hearing volume, of the 
printed hearings, a tabulation showing that virtually all of the indus- 
tries to which the tax amortization program is available had specified 
and knew in advance the precise percentage allocation that they would 
receive if their applications were qualified and approved. 

It starts off, for example: 

Special-purpose machine tools for production of military products exclusively 
received 100 percent certification. 

Senator Krerauver. Let that be made a part of the record, but I 
think it should be explained, as was set out in the testimony of Mr. 
Jason Dryer that as of that time they got people in where they needed 
a facility and negotiated with them in the beginning on strictly de- 
fense items. 

Mr. Porn. Thank you, Senator. Yes; I think our purpose is the 
same as yours. It illustrates that exact fact running from 100 percent 
down to 50, which is the bottom of the scale. 
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(The document referred to is as follows :) 


The following table will indicate the range of percentages and types of facil- 
ities certified as necessary in the interest of national defense at various per- 
centages. 

One hundred percent: 
Special-purpose machine tools for production of military products exclusively 
Finishing units for production of alkylates and aromatics from petroleum 
Ninety percent: 
General purpose machine tools, including process heating equipment 
Supersonic wind tunnel 
Lake ore carrier (converted steamship) 
Eighty-five percent : 
Blast furnaces 
Iron-ore-handling and processing facilities 
Coke ovens 
Special building for tank manufacture 
Conventional building for manufacture of guided missiles in locations sug 
gesting doubtful postemergency utility 
Petroleum storage in certain areas 
Magnesium rolling mills 
Refractories 
Ferro-alloy smelting facilities 
Kighty percent: 
Alumina and aluminum reduction plant 
Bauxite 
Plant for processing of blood plasma 
Freight cars 
Inland waterway barges for petroleum and raw materials for steelmaking 
Lake ore carrier (conventional) 
Seventy-five percent : 
Basic petroleum refining 
Steel making furnaces 
3looming mills, and soaking pits 
Scrap preparation and handling facilities 
Plants for production of XXX superphosphate in which AEC is interested 
Conventional factory buildings and extensions in industrial locations 
Seventy percent: 
Finishing facilities for high alloy steels 
Diesel powered tugs and tow boats 
Cement in certain areas 
Sixty-five percent: 
Diesel electric locomotives 
Wood pulp facilities of certain types 
Cotton gins in certain locations 
Sixty percent: 
Steel plant finishing facilities 
Fifty percent: 
High-tenacity rayons 
Paper mills of certain types 


Mr. Porn. Again. I think iust for the completion of the record 
that it might be helpful without my reading it to have copied into the 
record part of the recent report of Senator Byrd’s committee on the 
5-year amortization program. 

This report is dated December 1956, prepared by the staff of the 
Joint Committee on Internal Revenue Taxation, and explains in some 
detail and makes for the first time, at least to the best of our know]l- 
edge, any public analysis of the formula that has been discussed so 
much in these proceedings. 

That appears under the caption of “B. Determination of Percent- 


ages on Particular Certificates,” at pages 25 through 27, Senator, of 
this report. 








I 
1 
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Senator Kreravver. Let those pages be made a part of the record. 
I believe that the whole report has been copied in the record. 

Mr. Porn. I don’t know, sir. 

Senator Keravuver. If it has not been, we will see that those pages 
are copied into the record. 

Mr. Porn. We shall appreciate this very much indeed. 

(The material referred to is as follows:) 


DETERMINATION OF PERCENTAGES ON PARTICULAR CERTIFICATES 


In a period in which the electric power expansion goal is open there appears to 
be only one cause for outright rejection of a specific applicant, namely, location 
too close to a possible target area. If the location of the applicant is satisfactory 
in this regard, he is assured of rapid amortization on at least 35 percent of the 
cost of his facilities merely by applying for a certificate at a time when the goal 
is open. 

The allowance of a percentage of the cost above 35 percent for rapid amortiza- 
tion depends upon a particular calculation of the degree of excess capacity which 
the company has undertaken, and it is further modified by the amount above 35 
percent allowed for rapid amortization to the particular firm on previous certifi- 
eates. Since the working of this formula throws a great deal of light on the 
operation of the program the formula is examined in detail. Although a number 
of calculations are involved, each one taken by itself is fairly simple and the 
whole process can be easily explained by going through the various steps of the 
calculation : 

(i) Under the expansion plan for which the company is requesting rapid 
amortization the growth in total capacity is calculated through 1958 and 10 
percent of that capacity is deducted as the normal minimum margin in order 
to calculate the amount of capacity that the company will have available and in 
operation to meet expected peak loads. 

(ii) The company’s own peak-load growth from 1939 to 1949 is extrapolated 
through 1958 and further. (This is done by calculating the average percentage 
growth from 1939 to 1949 as modified below and applying this percentage growth 
to the peak load for the year 1949.) This growth rate is assumed to reflect the 
various circumstances which have caused the area which the particular company 
services to grow more or less than the entire country. The actual figure obtained 
in the 10-year period is further reduced by about 25 percent because the peak 
electric demand for the whole country grew at a 25-percent faster rate between 
1939 and 1949 than it did over the longer period, 1929 to 1949. It would be fair 
to say that basically this estimate of growth and normal demand is based upon 
United States experience over the 20-year period, 1929 to 1949, including a major 
depression and a war with a modification for the relative position of various 
companies in the 10-year period, 1939 to 1949. 

(iii) These caleulations will usually show effective capacity in excess of the 
assumed normal demand. It is considered irrelevant that the company may be 
operating at the present time with an absolute minimum of excess capacity. The 
calculation is really designed to show what the position of the company would 
be if the defense program were suddenly terminated, the rapid growth of the 
economy since 1950 was forgotten, and the economy went back to its smaller 
growth rate that it followed from 1929 to 1949. To illustrate this calculation of 
excess capacity it might be determined that a particular new expansion for which 
a company requests rapid tax amortization will bring its installed capacity up 
to 1,000 megawatts (million watts) in 1958. A 10-percent reserve allowance 
would indicate the capability for carrying a peak load of 900 megawatts. The 
trend projection may indicate that the normal peak load for this company in 
1958 should have been 780 megawatts. Thus, the company is credited with a 
development over normal of 120 megawatts. 

(iv) The next step in the calculation converts this calculation of excess 
capacity into terms of “years of overdevelopment.” This can best be explained 
by continuing the above example. Assume that the growth of peak loads com- 
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puted under the formula described in (ii) would indicate growth after 1959 as 
follows: 


a 











Normal | Years ahead |Over develop- 

Year growth | of normel ment (mega- 

watt-years) 
PR in des Geksckas il aa ieee te es a 20 
1960 <aell ae Dat dec iacail teen: Ltt baile 22 | 2 44 
EET ; 24 3 72 
UD 3 tSenh ee tbegshinioaie ; r ie 26 4 104 
eee 7 . in’ ae 28 5 140 
Rnniiis &: Pe ost? eo stk ee 120 | et Lh a 380 





Note.—The expected growth should show a constant percentage from year to year instead of the patte 
shown here. These figures were used for simplification. 


In 5 years the load growth should catch up to the 1958 capacity (less the 
minimum 10-percent reserve allowance). Twenty megawatts of the excess 
capacity would be needed by the year 1960, so that the company is given credit 
for carrying this excess for 1 year. The next 22 megawatts of excess capacity 
will not be needed until 1960 under the normal assumptions and thus must be 
earried for 2 years. In this line the company is given credit for 44 megawatt 
years of excess capacity. The calculation finally shows a total of 380 megawatt 
years of excess capacity. 

(v) If the company has received no previous certificates for rapid tax amor- 
tization the planned expansion in capacity for which they are requesting a cer- 
tificate is divided into the calculated megawatt-years of excess capacity. In the 
example the expansion for which the company was requesting a certificate 
would increase capacity by 126 megawatts. It would follow that the company 
is anticipating its growth on the average 3 years ahead (126 divided into 380). 
The company is given a larger percentage of rapid amortization of 10 points 
for each year of anticipated growth, an additional percentage of certificates of 
30 points bringing their percentage up to the maximum of 65 percent of the cost 
of the expansion. 

(vi) If in its previous applications for rapid tax amortization the company 
has been allowed an additional percentage for overdevelopment beyond 35 per- 
cent, the amount of the previous expansion which was granted extra amortiza- 
tion is deducted from the calculated megawatt-years of overdevelopment ob- 
tained in paragraph (d). 


Senator Kerauver. Thank you very much, Mr. Poth. 
We will stand in recess now subject to the call of the Chair. 
(Whereupon, at 12:12 p. m., the hearing recessed sine die.) 


i 
: 
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APPENDIX 


UNITED STATES OF AMERICA 
FEDERAL PowEeR COMMISSION 
(Opinion No. 59—Docket No. IT-—5647) 


In the Matter of Northwestern Electric Company, Pacific Power & Light Com- 
pany, Portland General Electric Company, Puget Sound Power & Light Com- 
pany, Washington Water Power Company 


Appearances: 

Lowell P. Mickelwait and Ferd J. Schaef, for Puget Sound Power & Light 
Company; John A. Laing and Henry S. Gray, for Pacific Power & Light Com- 
pany and Northwestern Electric Company; Alan G. Paine for Washington Water 
Power Company; Cassius Peck for Portland General Electric Company. 

Lambert McAllister, Chas. V. Shannon and Wm. B. Spohn for the Federal 
Power Coimission; Don G. Abel, for the Department of Public Service of the 
State of Washington; Harry A. Bowen, for the Attorney General of the State of 


Washington; Ormond R. Bean and Joseph Kennedy, for the Department of 
Public Service of the State of Oregon. 


MEMORANDUM OPINION 
By the Commission : 


I, NATURE OF THE INVESTIGATION 


The Federal Power Commission by its order dated October 4, 1940, instituted 
an investigation into the accounting disposition of expenditures for political 
purposes by Northwestern Electric Company, Pacific Power & Light Company, 
Portland General Electric Company, Puget Sound Power & Light Company and 
Washington Water Power Company. Hearings were held in Seattle and Spokane, 
Washington, Portland, Oregon, and Los Angeles, California. The testimony 
taken between October 14 and December 20, 1940, covers 5,295 pages and is sup- 
plemented by 282 exhibits. 


II, LARGE POLITICAL EXPENDITURES BY UTILITIES 


The investigation shows that these five electric utilities (respondents), during 
the period 1935-1940, expended large sums of money to further their political 
and legislative interests and to influence public opinion. The following tabula- 
tion depicts in summary fashion the various amounts discovered to have been 
expended by respondents during the period under inquiry: 

















Definitely | Undetermined Total 
| political in part 
Puget Sound Power & Light Co...-...................- $75, 813. 55 $76, 217. 51 $152, 031. 06 
Washington Water Power Co..........................- 261, 423. 55 67, 781. 50 329, 205. G6 
Becta Pewee LAO 00h isis cst dctnd uch dic 167, 996. 42 28, 419. 75 196, 416. 17 
THORSII WOME SUMOCRTIO OD. ti 35cnwancenmesce —ncpeeaai | 121, 590. 03 15, 677. 87 137, 267. 90 
Portland General Electric Co.............-..-...--.-.2- 163, 829. 52 58, 766. 81 222, 596. 33 
QUE s cides «kuin wd ead osnniad anathcdecbasanenad 790, 653. 07 246, 863. 44 1, 037. 516. 51 
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III. SUBSTANTIAL PART OF POLITICAL EXPENDITURES CHARGED TO CONSUMER'S COST OF 
SERVICE 


Approximately one-half of these political expenditures were charged by the 
utilities to their operating expenses, that is ,to the cost of rendering service to 
electric consumers. This was done in spite of the fact that the expenditures were 
obviously not made for the benefit of such consumers. The rest of the expendi- 
tures were charged to surplus accounts and were not reflected in the cost of serv- 
ice. The details of such charges so far as available are set out in the appendix 
to the Trial Examiner’s Report which is issued herewith. 


IV. PROPER ACCOUNTING PRACTICES WERE VIOLATED. INCOMPLETE, MISLEADING AND 
FALSE RECORDS WERE MAINTAINED. 


The investigation disclosed that the accounting practices followed by these 
utilities, individually and collectively were neither consistent nor uniform, that 
they disregarded the fundamentals of good accounting, and violated the Uniform 
System of Accounts prescribed by the Federal Power Commission. 

Accounting records relating to political activities and expenditures therefor 
were meager and inadequate. Vouchers covering such expenditures were mis- 
leading and, in some cases, deliberately false. 

Records were not maintained to show the time consumed or expenses incurred 
by employees on political and legislative matters or on efforts to mold and influ- 
ence public opinion.’ 

Expense accounts of employees, officers and other paid workers were abused to 
hide political and legislative expenditures. For example, William H. Ude, an 
official of the Washington Water Power Company, charged $485 for a multisigna- 
ture telegram in opposition to the Wheeler-Rayburn bill to operating expenses 
through his ‘personal expense account. The keeping of expense accounts by 
Charles M. Sanford, secretary and political agent of the Pacific Power & Light 
Company and Northwestern Electric Company, became such a travesty that the 
companies eventually cancelled his obligation to account for $2,850. Although 
there was thus no proper accounting for the use of these funds, the entire amount 
was charged to operating expenses. Through these means the operating expenses 
of the utilities were burdened with the cost of hiring indirectly individuals not 
otherwise identified with the utilities, with the payment of their expenses, hotel 
bills, etc., and with the financing of many other activities. 


Vv. UTILITIES MADE LARGE INDIRECT CONCEALED POLITICAL EXPENDITURES 


Many political expenditures were made indirectly to conceal the fact that 
they were being made by the utilities. Chairman of the Board and former Presi- 
dent Franklin T. Griffith of the Portland General Electric Company frankly ad- 
mitted this. The extent and nature of these activities were concealed until 
the present investigation brought them to light. To the public they purported to 
be the activities of disinterested organizations and citizens rendering advice for 
the public weal. In fact they were actually subsidized partisan activities. 

Various “front” organizations were provided with funds to campaign and 
promote political and legislative activities favorable to the utilities. The Wash- 
ington State Taxpayers Association was of this character, and during the 28 
months ending with November 1940, received $115,000 from the utilities, sub- 
stantially more than half of its revenues. During 1940 this Association, in turn, 
advanced some $48,000 to the “Let the People Vote League” to support Initiative 
139, a measure designed to cripple public power districts in the State of Wash- 
ington. All the revenue of the Let the People Vote League came from this source. 

There were many other allegedly disinterested organizations financed in large 
part by respondents in Oregon and Washington. Some of the principal ones, 
in addition to the Washington State Taxpayers Association and the Let the People 
Vote League, were: Washington Bureau of Governmental Research, Washington 
Business and Investors, Spokane Taxpayers Economy League, Oregon Business 
and Tax Research, Inc., Oregon Tax Fax, Inc., Oregon Tax Review Publishing 
Company, and many other so-called citizens’ committees and local groups. 

Typical of the public deception was the fact that the Washington State Tax- 
payers Association, far from being the independent public-spirited organization 


lWith the exception that the Portland General Electric Company records show this 
information for 1940. 
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its name implied, was used as a tool of the utilities for their political purposes. 
For example, the Taxpayers Association, along with F. H. Young and the Wash- 
ington Business and Inventors, was used by the Pacific Power & Light Company 
as a vehicle by which funds paid out by these utilities were conveyed to the 
United States National Bank in Portland, Oregon, to repay a debt of $48,000 
($46,000 plus interest) incurred by sixty of the companies’ higher-paid employees 
in financing the political activities of the companies. 


VI. EMPLOYEES’ COMMITTEES AND PRETENDED USE OF EMPLOYEES’ FUNDS 


Employees’ committees supporting the utilities’ political activities were directed 
and financed by the utilities. Sixty of the higher-paid employees of the North- 
western and Pacific Companies, referred to above, formed a committee known 
as the Northwestern-Pacific Employees Protective Committee. The Committee 
never functioned as such, although the employees in question posted notes equal 
to their salaries for two months with the United States National Bank of Port- 
land and secured a loan of $46,000. 

The work of the Committee and its funds were handled by Charles M. Sanford, 
political agent for the companies, in a devious series of check and cash trans- 
actions. 

When the political campaign was over the companies bailed out their employee 
“protectors” and did it with the aid of their organizational “fronts” by a series 
of financial transactions based upon falsified vouchers. 


VII. BELL-RINGERS. CARD INDEXES OF VOTERS-——USE OF EMPLOYEES ON COMPANY TIME 


The utilities conducted systematic house-to-house bell-ringing campaigns 
through employees schooled for the purpose. For example, in the fall campaign 
of 1940, the Washington Water Power Company used 196 employees, approxi- 
mately one-eighth of its sixteen hundred employees, in full time doorbell-ringing 
campaign, in attempts to defeat PUD proposals in three districts which it served, 
and to procure passage of Initiative 139. 

An elaborate card system was developed showing house numbers, residents of 
voting age, names of registered voters, persons interviewed, their position on the 
PUD proposals, and other information which might have a bearing on power 
campaign issues. The areas to be canvassed were systematically organized, and 
crew leaders designated to whom the campaign workers reported daily. 

The employees worked early and late and they were paid overtime at union 
rates. Expenses were provided and transportation furnished. Mileage was 
allowed for personally-owned automobiles used. The record shows that Wash- 
ington Water Power spent $173,499.60 to carry on such campaigns—practically 
all within the last three years. Such expenditures were described in the books 
and records of the company as “Customer Information Programs.” Washing- 
ton Water Power spent $21,512.31 to school its employees in campaign issues. 
The expense incurred in this regard was described in the company books and 
records as “Employees Education Program.” 

Even when expenditures of the character described were charged to the 
“Customer Information Programs” and the “Employees Education Programs,” 
the charges were not complete because the salary of individuals so engaged 
were not charged to the programs if during absence from their regular jobs 
no one was hired specially to do their work. While most of the reported items 
charged to the “Programs” were not charged to operating expenses, the salaries 
of politically active employees who had no substitutes during such activity 
were charged to operating expenses 

Portland General Electric Company and Northwestern Electric Company, the 
latter aided by Pacific Power & Light Company employees, carried on a similar 
campaign during the Portland PUD campaign of 1940. 

Political expenses were constantly charged to consumer’s cost of service 
through the use of employees on company time for political activity. All the 
officers of the utilities questioned in the investigation admitted that they en- 
gaged in political activities—speaking, conferences, lobbying and the like—on 
company time. The use of many other employees on company time was dis- 


closed. 
VIII, FORMER UTILITY OPPONENTS INDIRECTLY PUT ON PAYROLL 


Former opponents of the utilities were hired by respondents and their com- 
pensation charged to operating expenses. For example, Washington Water 
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Power Company, Pacific Power & Light Company and Northwestern Electric 
Company, units in the Electric Bond and Share group, paid Joseph C. Cheney, 
a Yakima attorney and former advocate of public power, $5,515.75 indirectly 
through Laing & Gray, counsel for Northwestern and Pacific, to support certain 
of their political activities. Of the $5,515.75, $300 was advanced in cash to 
Cheney by Charles M. Sanford, secretary and political agent for Pacific and 
Northwestern. Laing and Gray billed the three companies for the total amount 
and deposited $300 to Sanford’s bank account to reimburse him for the amount 
advanced to Cheney. Laing and Gray also purchased two cashier’s checks 
from the United States National Bank of Portland payable to Cheney for 


$2,715.75 and $2,500, respectively, so that Cheney could conceal the source of 
this income. 


IX. UTILITIES MADE SECRET PAYMENTS TO PROMINENT CITIZENS 


Prominent citizens in the Northwest were paid by these utilities, or through 
purportedly civic organizations financed by respondents, for political activities 
favorable to the utilities. Connection of these citizens with respondents was 
not made known so that such individuals appeared to give disinterested advice 
to the electorate. For example, in one instance Portland General Electric, 
through the expense accounts of Franklin T. Griffith, its President, paid over 
to the late George T. Brodiek a former United States minister to Finland and 
Siam, large sums of money to be spent, as Griffith intimated, where it would 
do the most good. 

There were many other instances where individuals, well known and respected 
in their community, were paid to carry the torch for the private utilities. Among 
these, Joseph C. Cheney’s activities have already been recounted. N.C. Richards, 
a local attorney in Yakima, was paid for his services in opposing the formation 
of a PUD in that area in 1936, 1938, and 1940. He received a total of $3,750 in 
all. Owen Clark, a Yakima attorney, was secretary of Richards’ committee in 
1940 and received $500 salary. The committee itself received $12,499.10 from 
Pacific Power & Light Company. Irving Bounds, another Yakima attorney, 
received $1,600 from the same company during 1938 and 1939 for his activity 
against PUDs. E. J. Barnes, a Yakima real estate dealer, was frequently 
employed by Sanford and in the 1938 campaign against PUD in that area received 
$2.788 for organizing and heading up a group of citizens called “Small Home 
Owners Committee” to oppose the formation of a PUD. 

After the 1939 PUD campaign in Wasco County, Oregon, Pacific Power & Light 
Company naid $1.000 to L. J. Kelly of The Dalles (a director of Oregon Business 
and Tax Research Inc.), who was chairman of a Special Committee to oppose 
the PUD. 

A. J. Peters, a real estate operator in King County, Washington, was induced 
by an officer of Puget Sound Power & Light Company to organize a committee 
known as “Rural King County Committee” in 1938. Puget Sound Power & Light 
Comnany assisted Peters in securing $3,000 from Washington State Taxpayers 
Association to finance his activities and also provide speakers for Peters’ campaign 
meetings. Peters received $250 for his services. Again, in 1940, Peters was 
provided with $900 direct from the company for his “Committee.” He admitted 
that in 1940 he himself constituted the only member of the committee. From 
time to time Fred Adams, a former member of the Legislature, was hired directly 
or indirectly by the utilities for work in the Spokane area. 

Numerous other individuals were hired and made use of by the utilities in like 
manner. 


X. THE USE OF DOMINATED PUBLICATIONS 


The circulation of publications whose policy was dominated by the utilities 
was increased at the utilities’ expense. For example, the “Washington Taxpayer,” 
a monthly magazine of the Washington State Taxpayers Association, increased 
its circulation from 60,000 to 440,000 copies during the 1940 campaign. 


XI. ATTEMPTS TO INFLUENCE THE PRESS AND RADIO 


Extensive advertising and radio programs were featured by the utilities during 
political campaigns, thus providing indirect subsidies to the organs of public 
opinion. Kinsey N. Robinson, president of the Washington Water Power Com- 
pany, boasted that 90% of the newspapers in the territory served by his company 
favored the point of view which he advocated in utility matters. 
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Many of these definitely political advertising and radio programs were charged 
to operating expenses. For example, “advertisements with reference to PUD’s 
and related matters” during 1940, “advertisements re condemnation elections,” 
and political advertisements entitled “Where Do We Go From Here?” and the 
like, were charged to Account 787 to which only charges for promotion of sales 
of electric energy should have been made. 


XII. EXPENDITURES BY THE UTILITIES IN CONDEMNATION SUITS IMPROPERLY CHARGED 
TO COST OF SERVICE 


Of particular significance in this regard is the fact that Puget Sound Power 
& Light Company, to and including December 31, 1940, and in addition to the 
amounts expended by that utility as shown in section II of this opinion, spent 
in excess of $670,000 in contesting the Whatcom County PUD condemnation suit 
and charged all such expenditures to operating expenses, contrary to the Uniform 
System of Accounts prescribed by the Federal Power Commission, and notwith- 
standing the fact that all such expenditures were for the sole benefit of the 
stockholders of the Company. 

Extravagant expenditures in such proceedings are unwarranted. That prin- 
ciple is very clearly recognized by the Supreme Court of the United States in 
Smith v. I. C. C. 245 U. S. 33, 46 (1917), where the Court definitely stated that 
a utility “may not * * * use its funds and its power in opposition to the policies 
of the government.” 


XIII, UTILITIES INTEND TO CONTINUE IN 1941 THE PRACTICES DESCRIBED AROVE 


Because of the revelations of the Commission’s investigation, the Commis- 
sion thought it advisable on February 4, 1941, to ask information of the respond- 
ent utilities as to their current and intended expenditures and accounting prac- 
tices for 1941. All the respondent Utilities have replied except the Puget 
Sound Power & Light Company, which has stated its intention to respond not 
later than March 1, 1941. 

The replies received indicate that all the utilities intend to continue many of 
the practices before described and to make substuntial charges to the cost of 
customer's service for such expenditures. 

The Washington Water Power Company in its report states that it intends to 
contribute $8,000 to the Washington State Taxpayers Association and $7,000 to 
the Spokane Chamber of Commerce, the latter item to be charged to operating 
expenses. 

In addition to these expenditures, the Washington Water Power Company 
states that in the present municipal ownership election in Spokane, Washing- 
ton, it expects to expend $43,000 more. Of this, $23,000 will be paid to employees 
in opposing the municipal power ordinance. However, this will not cover the time 
of officers and other employees whose jobs are not filled while they are out 
campaigning. The Company also states it will spend further sums of $10,750 for 
advertising in newspapers and on billboards, $1,500 for radio talks, $5,000 for 
printing, and $2,750 for miscellaneous expenses. 

The fact that the company’s actual expenditure to influence public opinion, 
uncovered by this investigation, exceeded more than 12 times over those which 
the company was originally willing to admit, suggests that the proposed ex- 
penditures for 1941 may well be exceeded by a wide margin. 

The Commission will hereafter issue orders deemed requisite in connection 
with accounting entries disclosed by the record, and promulgate such regula- 
tions relating thereto as may be done within the limits of our statutory au- 
thority. 

LELAND Ops, Chairman. 

CLAUDE L. DRAPER, Commissioner. 
3ASIL MANLY, Commissioner. 
CLYDE L. Seavey, Commissioner. 


Dated at Washington, D. C., this 27th day of February 1941. 
Leon M. Fuquay, Seeretary. 
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SEPARATE CONCURRING OPINION 
(Docket IT-5647) 


In the Matter of Northwestern Electric Co.; Pacific Power & Light Co.; Portland 
General Electric Co.; Puget Sound Power & Light Co.; Washington Water 
Power Co. 


Scott, Commissioner, concurring: 

I concur in the action and general conclusion of the Commission. In addition 
thereto, however, my examination of the record developed in this investigation 
impels me to discuss further a situation which, in my opinion, strikes at the very 
roots of our democratic form of government. 

The companies investigated were created under franchises of the State, to 
eugage in the public service, a business affected with a public interest. The very 
essence of their right to exist is a contract with the sovereign people that, in con- 
sideration of receiving a virtual monopoly, they shall devote their property to a 
public use in furnisinhg essential utility services. The utility companies subject 
to this inquiry are public service corporations. They “exercise a sort of public 
ottice, and have duties to perform in which the public is interested.” They were 
zranted no authority to participate in political matters, and were not created for 
the purpose of molding public opinion. 

Chief Justice Waite, speaking for the Supreme Court of the United States, as 
far back as 1877, in Munn vy. Illinois (94 U. S. 113, 24 L. Ed. 77), stated that: 
“when, therefore, one devotes his property to a use in which the public has an 
interest, he, in effect, grants to the public an interest in that use, and must 
submit to be controlled by the public for the common good, to the extent of the 
interest he has thus created.” 

The activities of these companies, disclosed by the record, show no willing- 
ness to permit the sovereign citizenship of the areas in which they operate to 
maintain by normal democratic processes the choice of the means of providing 
for themselves essential utility services. Through the expenditures and sub- 
versive activities of these companies, the strength gained from nursing at the 
public breast was used to strike at the very heart of the continuance of free 
elections by free people in the determination of great public issues. The record 
discloses that, by subterfuge, these companies sought to pollute the political 
processes of free choice at public elections. Funds obtained from the consuming 
public have been lavishly expended to prevent the people from obtaining electric 
energy through publicly or cooperatively controlled organizations. The com- 
panies arrogated to themselves the right to defeat, if possible, the choice by the 
people of using other instrumentalities than company-owned facilities to supply 
their requirements for electric energy. 

With respect to such multipurpose, public projects as those at Bonneville Dam 
and Grand Coulee Dam, the record discloses that the companies have continued 
to resist their development and utilization by the public, long after the will of 
the people has been expressed through their duly elected Representatives in 
Congress. With other so-called private utility interests, these companies have en- 
gaged in activities constituting economic warfare against such public instrumen- 
talities created by the people through the duly and regularly conducted proc- 
esses of the ballot and election. 

If activities such as the record discloses, defying the will of the public, are 
permitted to continue, the people may be prevented from obtaining the full 
benefits of cheap electric energy made available to them by the Bonneville and 
Grand Coulee Dams. 

The public has invested millions of dollars in these great projects, not for the 
purpose of increasing the profits of the private utilities, but to provide cheap 
electric energy for consumers generally. Not only is this public purpose 
threatened by the utilities’ activities, but the great public investment itself is 
endangered. To make accounting entries or adjustments in the books of the 
utility companies is no solution of the basic problem posed by the record in this 
matter. The important thing is the adequate protection of the inherent right 
of the people to make economic and social progress and to permit them to utilize 
and enjoy a great natural resource. 

To accomplish these ends, Congress may wish to notice the facts disclosed by 
this record and consider the necessity for appropriate action to protect the 
public investment and principles involved. 

Joun W. Scott, Commissioner 

FreprRvUARY 27, 1941. 
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NortHWEstT PusLic POWER ASSOCIATION, 
Vancouver, Wash., March 2, 1958. 
Docket R-126, accelerated amortization 
The CHAIRMAN, 
Federal Power Commission, 
Washington, D. C. 
Dear Sir: 


1. The Northwest Public Power Association respectfully urges your honorable 
Commission to adopt strict rules for the accounting treatment of accelerated 
amortization so as to insure the retention or recovery of the full benefits thereof 
by the consumer-public which foots the bill. Perhaps the simplest and most 
logical procedure for insuring the protection of the public is to permit in the 
rate base of any utility company no part of an investment which has been or 
is in the process of amortization. This technique of a strict adherence to a 
net investment rate base was outlined by Commissioner Healy before the 1941 
NARUC convention and has been upheld in a clear case in the Michigan courts. 

2. It is our position that the general public, acting through the Congress and 
the Government of the United States, has agreed to absorb and accept all the 
risk and also to furnish a major portion of the capital investment in these 
facilities in order to insure their construction by some means short of actual 
construction by the Government of the United States as defense works. 

3. AS a corollary to this view, it is our position that the common-stock holder 
in the private utility corporations provided no funds and took no risks and he 
should, therefore, not receive any windfall benefits. 

4. Our concern may be illustrated by two Federal Power Commission-licensed 
projects which enjoyed large percentages of accelerated amortization. The Yale 
Dam, built on the Lewis River in the State of Washington by the Pacific Power & 
Light Co., received a 75-percent writeoff on $26,170,000. The Cabinet Gorge 
Dam, built on the Clarks Fork in the State of Idaho by the Washington Water 
Power Co., received a 65-percent writeoff on $34,425,000. 

5. Let it be supposed that the Government of the United States at some future 
date has occasion to acquire these dams. What will be the effect of the accele- 
rated amortization upon the price which the Government would have to pay 
for its own power site, a site which is leased or licensed for only a temporary 
period of 50 years? What price would the Government be expected to pay 5 
years after completion of the project or at the end of the accelerated amortization 
period? What price would have to be paid at the end of the 20-year period 
stipulated in the Federal Water Power Act before the additional amortization 
provisions of that act become operative? Finally, what price is the Government 
expected to pay for the project at the end of the 50-year-license period? The 
effect of the accounting treatment of the accelerated amortization upon the price 
in these three instances will serve to place any ruling of the Federal Power 
Commission in its proper place with respect to the possible recapture of any or 
all Federal power sites from private power company licensees at the end or 
before the end of the license periods. 

6. The solution to the above questions as concerns the rights of the United 
States in these licensed projects applies or may apply in instances such as the 
following: Suppose in 5 years WWP and P. P. & L. sell the Cabinet Gorge and 
Yale Dams to a new Pacific Northwest private power generating corporation. 
Under what accounting treatment would the Federal Power Commission permit 
such transfers? Or let it be supposed that local or State governmental bodies 
acquire the dams. What accounting treatment would the Commission permit 
the new owners to use? 

7. It should be emphasized that (1) the companies are public utilities, (2) the 
sites are Federal power sites generally on the public domain, (3) the companies 
have agreed to construct the projects contingent upon the receipt of accelerated 
tax treatment, (4) the facilities are and will be fully useful in the electric utility 
business, (5) financing of the projects was initially by bank loans subsequently 
translated into long-term bonds under favorable conditions. Stockholders took 
no risk. (6) The debt of the Government of the United States of America at 
the end of the accelerated amortization period will be larger by the amount of 
excess profits and corporate income taxes foregone or about 35 to 40 percent of 
the total cost of the projects, plus compound interest up to that time; and, 
indefinitely into the future. 

8. It should be further emphasized that under the most severe accounting 
treatment which the Federal Power Commission may provide in its rules the 
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private power companies will still enjoy vast benefits from this privilege. Such 
strict treatment will not deprive the companies of any portion of the privilege 
intended by the Congress. 

9. An analysis of the manner in which these and other projects have been 
financed subsequent to the obtaining of the accelerated amortization certificate 
serves to buttress and support our position. It would appear that the prospec- 
tive purchasers of the bonds in effect assumed the existence of an invisible and 
new stockholder in the person of the Federal Government who would absorb the 
risks and provide the equity capital. 

10. The association records its complete disagreement with the editorial posi- 
tion of the Electrical World issue of February 23, 1952, page 91, where the 
spurious view is advanced: “It would appear that congressional intent is clear 
in that the benefits of the tax deferral belong to the investors of the industry. 
It is they who are underwriting the risks of the defense expansion.” 

11. Note is taken of the release of January 28, 1953, of DEPA which shows 
573 tax certificates approved for private electric corporations as of that date 
covering 44.9 percent of total electric utility plant investment of $3,591,879,976. 

12. Note is taken of the language used in an unofficial prospectus, actually 
called An Analysis of the Washington Water Power Co. issued by Blyth & Co., 
Inc., on June 12, 1952, which on page 5 states: “Authority already granted to 
accelerate amortization of certain properties (referring to Cabinet Gorge 
Dam) and the indications that further certificates permitting such fast amorti- 
zation will be granted, make likely that beginning in 1954 a substantial portion 
of common dividends will, for tax purposes, be in the nature of a repayment of 
capital and, therefore, will be free of Federal income taxes to the recipient.” 
Our view is that this statement on the part of Blyth & Co. is premature and 
improper. The common-stock holder should not be a participant in any bene- 
fits from accelerated amortization. It would in effect be a gift of public funds 
so to do. 

13. It is apparent that the public interest is exposed in the proceeding before 
the Federal Power Commission with an involvement of more than $1.6 billion. 
The liability aspect of this question is tangible in the form of an increment of 
al least $1.6 billion of additional national debt for which the people of the 
United States of America are and will be liable. Through the operation of the 
accelerated amortization privilege as a tax deferral, it is conceivable for this 
$1.6 billion to be repaid into the United States Treasury without interest 
through the device of a reduced allowance for depreciation after the 5-year 
period. However, the accumulation of compound interest in the case of a dam 
with a 100-year depreciation life clearly shows how the residual benefits in 
compound interest savings may ultimately exceed, and in the case of the Cabi- 
net Gorge Dam and the Yale Dam will, in our view, exceed the capital cost. 

14. We pray the Commission will rule not only on the accounting of the 
capital funds, but also on the tremendously valuable compound interest benefit. 
In no sense can the Northwest Public Power Association regard as fair any such 
benefit becoming a windfall to common-stock holders. The solution would ap- 
pear to be in two parts: In the handling of depreciation accounting by the 
Bureau of Internal Revenue and the Federal Power Commission it would appear 
proper for the Commission to take all steps necessary to enable the Bureau of 
internal Revenue to recover in full the capital funds which the United States of 
America has and will have invested in these projects, amounting to some $1.6 
billion. The rules of the Commission should insure the protection of the full 
vested interests of the people of the United States of America in these licensed 
projects for the eventuality that these projects will be acquired or recaptured 
for ownership and operation by the people. Over and above the recovery of 
the capital investment of the United States through accelerated amortization 
for tax purposes, the association prays that the Commission issue rules for 
accounting of compound interest savings in some manner as will credit same to 
the consumer-public, as for example, by reduction of interest cost during con- 
struction, or other reduction of the rate base. 

15. Perhaps the strictest view which the Commission could consider if it were 
legal, is that the investment here affected should be treated in the nature of a 
public trust which, by virtue of the risk having been taken by the Government, 
the companies should operate on a cost basis and not enjoy the usual rate of 
return. Such a concept of a public trust is morally sustainable and defensible, 
but it is obviously not provided for in the laws over which the Commission has 
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purview. However, to the extent that regard can be given to moral obligations 
of public utilities, the concept of a nonprofit public trust is advanced as a point 
of reference. The effect would thus be almost the same as if the Government 
of the United States had itself constructed the projects. 

Respectfully submitted. 


Gus Norwoop, Erecutive Secretary. 





STATEMENT PRESENTED BY Gus NorwWoop, EXECUTIVE SECRETARY, ON BEHALF OF 
OF THE BOARD oF TRUSTEES AND MEMBERSHIP OF TITE ‘NORTHWEST PUBLIC POWER 


ASSOCIATION RELATING TO MONOPOLISTIC PRESSURES CREATED BY ACCELERAT:D 
AMORTIZATION 


Mr. Chairman and members of the committee, my name is Gus Norwood. 
I serve as executive secretary of the Northwest Public Power Association, a 
nonprofit, nonpartisan research and service organization comprising 101 con- 
sumer-owned electric systems, namely rural electric cooperatives, municipal 
electric distribution systems and utility districts of Alaska, Montana, Idaho, 
Oregon, and Washington, serving about 1,750,000 people with electricity. 


I. RECOMMENDATION 


By resolutions duly adopted by the membership of the Northwest Public Power 
Association it is recommended : 

(1) That the accelerated amortization procedure be abolished. 

(2) That the Federal regulatory agencies be requred to remove all amortized 
and depreciated utility property and investment from all utility rate base. 

(3) That Congress authorize the Hells Canyon Dam and thereby set aside the 
completely unjustified and unwarranted tax subsidy which ODM has just granted 
to the Idaho Power Co. for gross and wasteful underdevelopment of this valu- 
able site on a basis which is obviously contrary to the national defense. 

The association has adopted these policy recommendations in the following 
resolutions : 

1. Adopted April 12, 1956: “We urge Congress to repeal the fast tax writeoff 
feature of the Internal Revenue Code, and to direct the Federal Power Commis- 
sion to require accounting adjustments removing such amortized investment 
from utility rate base. We also urge Congress to investigate SHC, FPC, and 
the Bureau of Internal Revenue in regard to lax accounting and tax administra- 
tion involving private utilities.” 

2. Adopted November 14, 1956: “We oppose the subsidization of private utili- 
ties by means of fast tax writeoffs. We urge Congress to terminate the accele- 
rated amortization certificate program. We urge State and Federal legislation 
to require utilities to delete amortized and depreciated property from the rate 
base so that any benefits from these programs will accrue to the consumer.” 

3. Adopted April 4, 1957: “We reaffirm our endorsement of the High Hells 
Canyon Dam bill.” 


If. COMPREHENSIVE INVESTIGATION REQUESTED 


It is respectfully requested that the Subcommittee on Antitrust and Monopoly 
Legislation conduct an investigation to determine the desirability for the follow- 
ing legislation: 

(1) To repeal section 168 of che Internal Revenue Code of 1954. 

(2) To repeal or let lapse the Defense Production Act. 

(3) To require Federal regulatory agencies to remove all amortized and 
depreciated investment from utility rate base. 

(4) To enact new taxes to capture windfall profits based on amortized and 
depreciated investment. including specifically a graduated corporate income tax. 

(5) To repeal the liberalized depreciation provision of the Internal Revenue 
Code of 1954. 

(6) To create a Federal Department of Consumer Affairs with a strong Office 
of Consumers Counsel to act as a congressional watchdog on all legislation and 
proposed legislation designed against the consumer interest. 

It is specifically requested that the Subcommittee on Antitrust and Monopoly 
Legislation conduct an inquiry into: 
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(1) The conduct of the Office of Defense Mobilization in granting certificates 
of necessity permitting accelerated tax amortization both for defense and for 
purposes other than for defense. 

(2) The conduct of the Department of the Interior in recommending such 
certificates in the case of electric facilities which utility corporations are already 
required by the law and by their franchises to provide. 

(3) The effect of such grants and subsidies in the case of long term hydro- 
electire plant where the compound interest benefits rise to astronomical pro- 
portions. 

(4) The decision of the Federal Power Commission in Docket No. R-126 in 
depriving electric power consumers of the benefit from these fast tax writeoffs 
and instead transferring these huge Federal investment grants to Wall Street 
financial interests and stockholders as windfall profits. 

(5) The granting of “certificates of necessity” in order to give private electric 
utility corporations a competitive advantage as against the Federal power pro- 
gram in the Pacific Northwest. 

(6) The conduct of the Treasury Department and the Bureau of Internal 
Revenue in declaring any common-stock dividends arising from accelerated tax 
amortization to be deductible for income-tax purposes, that that portion of such 
dividends is not income but may be treated as a gift and declared to be a capital 
gain. This makes for double tax dodging. 

(7) The tremendous lobbying pressure for repeated extension of the Defense 
Production Act and the basic authority for the certificate of necessity program. 
The Defense Production Act should be repealed or allowed to lapse. 

(8) The lobbying pressure for broadening the accelerated amortization privi- 
lege to investments for industrial pollution control and other nondefense pur- 
poses in order to freeze this type of legalized profiteering into our business 
economy. 

(9) The broadening and making permanent a substantial portion of the 
accelerated amortization procedure by legalizing liberalized depreciation and 
thereby permitting corporations to exact a tax-exempt tax upon consumers for 
the purpose of requiring consumers involuntarily to donate capital for the ex- 
pansion of such corporations. 

(10) To determine the estimated Federal corporate and individual income- 
tax loss due to (a) accelerated amortization, and (0) liberalized depreciation. 

(11) To study the constitutionality of congressional waiver of its duty to 
originate and approve all Federal appropriations, and that appropriation of 
Federal funds without act of Congress is illegal and unconstitutional, and that 
both accelerated amortization and liberalized depreciation are or may be an 
unconstitutional appropriation of Federal tax funds. 

(12) To study the effect of the fast tax writeoff procedure by discriminating 
in favor of large as against small business, in favor of corporations as against 
individual businesses, in favor of monopolistic as against competitive business, 
and in favor of defense oriented as against consumer oriented businesses. 


Ill. MUCH TALK, LITTLE ACTION 


Repeatedly committees of the Congress have been outraged over the evils of 
accelerated amortization. 

(a) The Brewster committee of the 80th Congress reported that the certificate 
of necessity program in World War II gave rise to “legal profiteering.” 

(b) The Dawson Committee on Expenditures in the Executive Departments 
reported on May 28, 1951 that: 

“The certificate of necessity program is the biggest bonanza that ever came 
down the Government pike.” 

(c) Most recently on December 28, 1956, the Joint Committee on Internal 
Revenue Taxation headed by Senator Harry F. Byrd released its study and report 
which states, 

“Rapid amortization is a form of special Government assistance to private 
manufacturers or, bluntly, a subsidy.” 

The Byrd report also found that the granting of any subsidy, ‘* * * involves 
favoring one firm, that gets the subsidy, over another,” particularly true of 
rapid tax amortization, where it bears upon the electric utility field and con- 
stitutes “an incentive that operates only for private utilities, and not for the 
publicly owned companies.” 

Innumerable complaints have been made to Congress that these subsidies tax 
the poor and make richer the huge corporations. 
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Recently a United Press survey showed 81 American corporations each with 
assets of $1 billion or more, an increase of 38 since 1946. These giant corpora- 
tions have combined assets of $241.5 billion. 

In addition to listing 7 railroads and 6 utilities, there are 42 financial houses 
namely 25 banks, 16 insurance companies and 1 investment firm which own 
considerable utility stocks and bonds. The American Telephone & Telegraph Co. 
leads the list with $16.2 billion in assets. 

The accelerated amortization program has been prominently treated in the 
excellent book by Walter Adams and Horace M. Gray entitled, ‘‘“Monopoly In 
America,” at pages 84 through 90, and the subject of rapid depreciation is treated 
at pages 90 through 94. 

Secretary of the Treasury George M. Humphrey has repeatedly testified against 
accelerated amortization. He warned the Dawson committee that ‘accelerated 
tax writeoff is an artificial stimulous of a dangerous type.” He stated the steel 
industry, for example, would “probably have expanded even without fast write- 
offs.” 

Mr. Humphrey further found accelerated amortization “could become a hin- 
drance to sound balanced, vigorous growth of our whole free economy.” 

The Dawson committee summed it up, the writeoffs “will result in a further 
concentration of the basie industries of this country in existing big business 
enterprises.” 

This conclusion of the Dawson committee is also the main thesis of this testi- 
mony, that the fast tax writeoff privilege breeds, stimulates and entrenches 
monopoly so it can fasten its powerful grip ever more tightly over its area and 
people. 

IV. THE CASE OF THE WASHINGTON WATER POWER CO. 


Attached as exhibit A is a detailed case study showing the benefit to the 
financiers and stockholders of the Washington Water Power Co. from the fast 
tax writeoff at Cabinet Gorge Dam. This study was prepared in March 1953 
and was presented at the American Public Power Association annual convention 
at Boston, Mass., on May 14, 1953 by myself. It is entitled, “Accelerated Amor- 
tization: Biggest Bonanza That Ever Came Down The Government Pike.” 

However, this case study is very much understated. The Office of Defense 
Mobilization in a letter to me on January 9, 1956 advised that the Cabinet Gorge 
Dam Necessity Certificate TA—9077 which had been issued February 18, 1952, 
on 65 percent of a proposed $34,425,000 investment, was amended on July 24, 
1952 at 65 percent of a revised estimated $46,107,000. As of the January 9, 1956 
date of the ODM letter, the actual cost figures had not yet been submitted. 

Under the revised estimates the figures in exhibit A should be increased about 
50 percent. 

As exhibit B, I submit a copy of the memorandum of the Defense Electric Power 
Administration dated August 21, 1951, which justifies an ODM certificate to the 
Washington Water Power Co, on the grounds of enabling that corporation to 
compete against the wholesale rate of the Bonneville Power Administration, and 
to assist in financing the remaining construction of Cabinet Gorge Dam. 

A partial picture of how the company actually used its Federal subsidy is 
clearly spelled out in a report to Kidder, Peabody & Co., entitled, “Washington 
Water Power Co.: A Review of Recent Developments and Reappraisal of Com- 
pany’s Common Stock.” The report is dated February 23, 1955, and was pre- 
pared by W. C. Gilman & Co. 

First of significance is a chronology of events: 

February 18, 1952: WWP receives ODM necessity certificate for Cabinet Gorge 
Dam at 65 percent of $34,425,000. 

July 24, 1952: Certificate amended at 65 percent of $46,107,000. 

August 21, 1952: American Power & Light Co., which owned all WWP common 
stock distributed same to its stockholders. 

September 1952: First 50,000-kilowatt Cabinet Gorge Dam generator on the 
line. 

October 9, 1952: WWP offers to merge with and absorb Puget Sound Power & 
Light Co. 

March 1953: Washington Public Service Commission (Chairman Jerome 
Kuykendall) orders fast tax benefits at Cabinet Gorge Dam to go to stockhold- 
ers and not consumers. 

August 1953: Cabinet Gorge Dam’s fourth (last) 50,000-kilowatt unit com- 
pleted making 200,000-kilowatt total. 
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November 19, 1953: WWP merger attempts fail due to PUD and public 
opposition. 

December 1955: Campaign over many years culminates in WWP buying out 
Stevens County Public Utility District for $2,905,000 or about 1 year’s tax 
writeoff at Cabinet Gorge Dam. WWP could buy almost 5 Stevens PUD’s with 
Cabinet Gorge Dam subsidies. 

During 1954 WWP enjoyed sufficient net income to require a $3,206,417 Fed- 
eral corporate income tax payment, but, it kept $2,696,216. During 1953 the 
taxes not paid amounted to $2,347,941 making a total balance as of December 
31, 1954, in the account 271.1—earned surplus—restricted of $5,044,157. 

The W. C. Gilman report continues significantly. 

“The 40-cent quarterly dividends paid on September 15, and December 15, 
1953, were determined by company tax counsel to be 87.24 percent a return of 
capital (34.896 cents per dividend) or a total of $0.6979 paid in 1953 may be 
considered not taxable. Similarly each of the four quarterly dividends paid in 
1954 were determined to be 86.8 percent not taxable as dividend income. Of 
$1.625 paid in 1954, $1.4105 may be considered not taxable.” 

This means that when the Federal Government makes a gift to WWP stock- 
holders, said stockholders need not report it as income but enjoy the much lower 
tax rate applicable to capital gains. This shows how the fast tax writeoff 
really amounts to double tax dodging. 

The fast tax writeoff privilege greatly improved the financial position of WWP 
enabling it to sell $30 million of 34% percent 30-year bonds on October 1, 1952, and 
on July 24, 1953, retiring at a call price of $110 per share its 35,000 shares of 6 
percent preferred stock. 

Summarizing our observations and experience with WWP, it is my judgment 
that the greatest financial event, the greatest bonanza ever to fall in the lap of 
that corporation was the Cabinet Gorge Dam fast tax writeoff. 

That event enabled WWP to conduct extensive and very attractive financing 
and refinancing. 

It enabled WWP to bludgeon into submission the Stevens County Public Util- 
ity District, and with just 1 year’s fast tax writeoff to buy the entire Stevens 
PUD system lock, stock, and barrel. 

It enabled WWP to come mighty close to taking over and absorbing the Puget 
Sound Power & Light Co. 

Also it enabled WWP to help form the Pacific Northwest Power Co. which is 
making a strong bid to acquire key damsites in the Snake River Basin and 
thereby strengthen the monopoly position of WWP and its affiliated companies. 
These companies, furthermore, aim at gross underdevelopment of the river. 

It is needless to mention that these financial subsidies have also enabled 
WWP to maintain a very active propaganda and political lobbying program 
against public and cooperative power systems and against the Federal power 
program. 

It is respectfully submitted that the Cabinet Gorge Dam fast tax writeoff 
has greatly strengthened the monopolistic power and position of the Washington 
Water Power Co. 

A similar case study would show how the Yale Dam fast tax writeoff en- 
abled the Pacific Power & Light Co. to acquire two private utilities through 
financial manipulations and also to increase its dividend payments. 

A further case study of what the Idaho Power Co. could or would do with 
its Brownlee Dam and Oxbow Dam writeoffs is a case study that we hope will 
never be made. 

Congress can build the high Hells Canyon Dam and get its money back with 
interest. No subsidy is needed. Full development is achieved whereas the fast 
tax writeoff would actually subsidize wasteful underdevelopment. This is 
shocking and immoral. 


Vv. CONCLUSION 


In addition to the short-range legislative remedies herein submitted it is re- 
spectfully recommended that the committee consider submitting a fundamental 
and basic law to create a Department of Consumer Affairs into which should 
be transferred the so-called Federal regulatory agencies. 

Just as existing Federal agencies almost unanimously operate as claimant 
agencies for producer interests, so there should be provided somewhere in the 
Federal Government a home for the consumer interest, and where an office of 
the consumer counsel will speak up for the universal consumers of the Nation. 
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UNITED STATES OF AMERICA 
FEDERAL POWER COMMISSION 
DECISION 
Project No. 1971, No. 2132, and No. 2133 
In the Matters of Idaho Power Company 
UPON APPLICATIONS FOR LICENSE UNDER THE FEDERAL POWER ACT 


William J. Costello, Presiding Examiner 

Filed: May 6, 1955 

Issued: May 6, 1955 

Appearances: 

For the applicant, Idaho Power Company: A. C. Inman, Boise, Idaho; R. P. 
’arry, Twin Falls, Idaho. 

For the interveners, National Hells Canyon Association and Lewis County, 
Public Utility District, et al.: Evelyn N. Cooper, Washington, D. C., Lucien 
Hilmer, Washington, D. C. 
lor the staff of the Federal Power Commission: John C. Mason, Washington, 
D.C. 

(Appearances are continued in appendix III, infra) 

CostELLo, Presiding Examiner: This is a hearing officer’s initial decision cov- 
ering a proceeding which began with the filing of an application under the 
kederal Power Act in December 1950. Under the rules of the Commission, the 
initial decision (also termed a “report’) which contains findings, conclusions, 
and an order has only such force and effect in whole or in part as the Commission 
may ordain. There are but few ascertainable facts involved which have been 
the subject of dispute. The real controversies arise from the selection of which 
facts should prevail, which predictions and estimates are most reliable, and 
which course of action under the basic statute will serve best to promote the 
public welfare. 

The record for decision in this matter consists of nearly 400 documents, such 
as maps, tabulations, letters, reports, graphs, and photographs, together with 
nearly 20,000 pages of verbatim stenographiec notes of the public hearing which 
were accumulated during approximately 150 hearing days. In addition to this 
mass of data, there were frequent references made by all concerned to vast pub- 
lished reports by the Corps of Engineers of the Department of the Army, and 
extensive published reports by the Bureau of Reclamation of the Department 
of the Interior, as well as a published hearing of a congressional subcommittee 
nearly a thousand pages long. 

Sach of the active parties in this proceeding, and the staff of the Commission 
have filed briefs, the majority of which exceed 200 pages and in the aggregate 
approximate a thousand pages of reading matter. 

It is from this unwieldly and formidable record that the examiner’s report, 
and eventually, the Commission’s final decision must be derived. 

Some of the difficulty in dealing with the record in this proceeding has arisen 
from the need to employ many different assumptions on many different subjects 
to reach usable results, since, of course, most of the key factors are securely 
locked behind the doors of time. Engineers know with certitude that the 
dropping of X amount of water from Y height through a penstock and turbine 
to which is attached an electromagnetic machine will transform the kinetic 
energy of the water into Z amount of electric energy. Engineers know that if 
a dam is constructed to X height with Y units of material at so many dollars 
per unit, that the dam will cost Z amount of dollars. By dividing the annual 
cost of the development by the power produced, a unit cost of electric energy 
is derived. There is nothing mysterious about this, and even a nonengineer has 
no difficulty in absorbing it. The complications arise, however, when variations 
are introduced in the basic problem. Then assumptions as to the type of dam 
to be constructed, 1 dam versus 2 dams, 1 dam versus 3 dams, etc. Assumptions 
are made for periods of construction, 1 dam with or without an accelerated 
construction program versus 38 dams with or without an accelerated construction 
program. One dam with Federal financing versus three dams with private 
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financing, or both proposals with Federal financing. One integrated with the 
Federal system plus various additions versus three dams interconnected with 
the Federal system plus various additions. The combinations of assumptions in 
this record are almost endless, and, some it might be argued, almost valueless. 
Most of the elaborate analyses in the record are based upon pure guesswork—by 
experts who have utilized all of the skills and science available to the human 
mind—but nevertheless, still pure guesswork. The able engineers who have 
come up with widely divergent results in the various phases of this problem have 
done so because they have used different basic assumptions because utilizing 
the same assumptions all engineers must necessarily reach the same results. 
The choice of assumptions which should govern the analyses and, thus the 
results, is an arbitrary one, and is based largely upon viewpoint. 

The parties hereto have made what must be deemed a sincere effort to chart a 
course: through this pathless sea of assumptions and results as reflected in the 
testin.ony of the various expert witnesses. 

This explanatory statement is made to explain why an approach taken in this 
report is markedly distinguishable from the approaches used in the interveners’* 
and, particularly, the staff’s briefs. Briefly restated, it is the conclusion of the 
undersigned that the applications filed herein must be studied, evaluated, and 
passed upon on their own merits and that comparisons with other ideas, proposals, 
and concepts must be kept, as nearly as possible, to an irreducible minimum in 
order that some semblance of logic and order may be maintained. First, there- 
fore, the applications will be discussed, and findings and conclusions thereon 
will be stated. Secondly, other proposals will be discussed and findings and 
conclusions will be stated thereon in connection with section 7 (b) of the act. 


STATEMENT OF THE PROCEEDING 


Idaho Power Co., an investor-owned Maine corporation, engaged in the sale 
and distribution of electric power in southern Idaho, seeks in this proceeding, 
a license of licenses under the Federal Power Act authorizing it to construct, 
operate, and maintain certain project works in the Snake River for the develop- 
ment and improvement of navigation and for the development, transmission, and 
utilization of power. The Snake River is a stream over which Congress has 
jurisdiction under its authority to regulate commerce with foreign nations and 
among the several States. In addition, certain public lands of the United States 
would be occupied by the proposed hydroelectric project works. 

The proposals of the company involve the construction of three dams, and all 
necessary appurtenant works. These dams are more fully described in a table, 
table 1, appearing on page 12, infra. 

The hearing on the proposals of the applicant began in 1952. The first sessions 
were nontechnical and were held in Baker, Oreg., and in Boise, Idaho, affording 
an opportunity to the general public living in the region to express their views. 
In 1953, the hearing was resumed in Washington, D. C., and continued with 
certain interruptions for approximately a year. 


THE ISSUES 


The issues in this case are the usual issues in a licensing proceeding. In 
general, the statute (see appendix I) provides a means whereby citizens, associa- 
tions of citizens, and domestic corporations may apply for, and, if certain 
requirements are met, may obtain authority to utilize the Nation’s water resources 
for a period not exceeding 50 years, under a license which contains provisions 
and conditions designed to insure beneficial development of water resources. 
To protect the investors in such an undertaking, licenses may be revoked or 
canceled only in accordance with law, and may be altered only upon mutual 
agreement between the licensee and the United States. 

The United States has a right to take over, maintain, and operate any project 
upon the expiration of the license, although it could take over any licensed project 
at any time by condemnation proceedings upon the payment of just compensation. 


1 As used in this report “the interveners” will refer to those two interveners permitted 
to intervene by the Commission’s order issued July 9, 1953; namely, National Hells Canyon 
Association and Lewis County Public Utility District, et al.. who were the only interveners 
who participated fully in this matter. When other interveners are referred to, they will 
be mentioned by name. 
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Because the use of the Nation’s water resources is for a specified and limited 
period, and because there is a clear right reserved to the United States to 
recapture the power site and all of the project works, there is need for examina- 
tion of each proposed development to ascertain whether or not it will fit into 
a durable scheme of development of the stream and the watershed. The statute 
prohibits the Commission from licensing any project which is not “best adapted 
to a comprehensive plan,” but leaves the matter of whether or not the plans 
presented are acceptable to the judgment? of the Commission. 

It would seem that the statutory guides for issuance of licenses under the 
Federal Power Act are purposely loose jointed in order that the Commission, a 
bipartisan agency, appointed by the President with the advice and consent of 
the Senate, may act with relative freedom in deciding how and upon what terms 
citizens will be permitted to utilize the Nation’s water resources. 

It is around this statutory phrase “comprehensive plan” that the battle lines 
have formed in this proceeding. To the applicant the phrase has certain mean- 
ings which are in complete conflict with the meanings attached to the phrase by 
the interveners. The staff of the Commisison urges that certain meaning be 
given to the phrase, the hearing examiner has views on the meaning of the 
phrase, some of which will be reflected herein. 

The other section of the Federal Power Act from which much of the disagree- 
ment of the participants in this matter has arisen is that statutory mechanism 
by which the Commission may recommend to Congress that a certain water- 
resource development be undertaken by the United States itself (see appendix I). 
Here, again, the section of the law comes into play only upon the reaching of a 
judgment by the Commission——-a mental process which may be activated by 
innumerable factors. Here again, the parties, the staff, and the examiner may 
only express their own judgments of the matter—one of which or none of which 
may exactly coincide with the judgment of the Commission. 

There are other sections of the act which might have been the source of issues 
but which are not, as for example, the matter of the applicant’s compliance with 
the laws of the Siates in which it proposes to operate the projects. Routine 
findings will be made on these and other matters which do not constitute sources 
of controversy. 

DISCUSSION OF THE LAW 


As has been pointed out, the statutory language governing this problem is 
loose and flexible, and necessarily so. And while it may make the task of the 
lawyers in the matter extremely difficult, the licensing process does not adapt 
readily to formal and unchangeable pleadings, and formal adjudicatory processes. 
Congress, the source of authority, provided a means for the development of the 
Nation’s water resources by its citizens, which would supplant the former prac- 
tice of obtaining special legislation on each individual proposal. The process by 
which the earliest dams were directly authorized by Congress was cumbersome 
and rather haphazard and it was decided by the lawmakers that the job of 
screening these proposals would be more efficiently performed by a separate 
agency. The development of the administrative process has proceeded rapidly 
in the last three decades due to the increasing complexity of all governmental 
processes. However, it would seem that the basic theory which must be kept 
in mind in dealing with these matters is that the Commission acts in the li- 
censing process only as the agent of the Congress, and that just as the Congress 
has a wide latitude for discretion in the passage of laws, the Commission op- 
erates in a somewhat similar climate within the scope of the authority granted. 
The invariable refusal of reviewing courts to substitute their judgment for that 
of an administrative agency so long as there is in the record substantial evi- 
dence which will support the agency’s action, and in the absence of showing 
of arbitrary or capricious treatment, is in accordance with the will of Congress 
expressed in the statute (sec. 313 (b)). 

The Commission, then, may within rather wide limits determine that a pro- 
posed project fits within the comprehensive plan of waterway development, and 
is not restricted by law in the guides and measurements it believes in the public 
interest to be applicable in the process of reaching its decision. Each proposal 
may be examined without respect to determinations on other proposals and there 


is no requirement that each action be completely consistent with precedent, 
however desirable this might be. 





2The mental act of judging; the operation of the mind, involving comparison and dis- 
crimination, by which knowledge of values and relations is mentally formulated. 
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There are no considerations which bind the Commission in determining whether 
or not a recommendation should be made to the Congress for Federal develop- 
ment of a waterpower site. It is a completely discretionary matter. 

It has been the refusal of some of the opponents of the applications to recog- 
nize this rather wide discretionary aspect of this matter that has been respon- 
sible for some of the ingenious and time-consuming tactical maneuvers which 
have been brought into the case from time to time. 

For the purposes of this initial decision, then, the following interpretation 
of the two sections of the act heretofore discussed, will be employed. 

The Federal Power Act was enacted by the Congress in 1920 for the purpose 
of providing a means by which private investors could undertake the development 
of electric energy from the Nation’s waterways under the terms and conditions 
of a license which would provide a protected investment for the period of the 
license and which would, in turn protect every interest of the public. At the 
time the original act was passed, the huge waterpower potential of this con- 
tinent was practically untapped, and labor disputes in the principal coal-mining 
regions of the United States had resulted in the need to ration electricity at a 
time when the Nation was engaged in a major war requiring great quantities 
of munitions and supplies. 

There was no intent at the time of the passage of the original act that the 
United States itself would ever be a major developer of electric power or that 
the United States would assume the role that it has in some of the regions of 
the Nation. There was no intent in the minds of the Congress at that time 
that electric power would someday be made an instrument of social reform. It 
was the intention of Congress that the Commission permit and promote develop- 
ment of the Nation’s waterways if the proposal by the applicant did not conflict 
with larger overall plans beyond the scope of the individual and actually result 
in permanent economic waste of great proportions. The role of the Commission 
under the law is that of guardian, coordinator, and promoter. It was expected 
to refuse to permit harmful or shortsighted development, and under the law 
was authorized to require modification of project plans before approval, if such 
modification was necessary to prevent improper development (Appendix I, sec. 
10 (a)). 

From the earliest times, the Commission has examined with great care the 
extent of the market for the electric energy sought to be produced, and has 
denied many applications for preliminary permits and licenses on the ground 
either that no market existed, or that the cost of the power would be in excess 
of that for steam-electric energy. 

In addition to the delegation of authority to grant licenses, to deny licenses, 
and to modify plans before granting licenses, the Congress legislatively required 
the Commission to call to the attention of Congress any instances where, in the 
Commission’s judgment, there was some special reason why there should be 
development of the waterway by the United States rather than by an individual, 
or an association of individuals. While this was intended as a safeguard, it 
is believed that the primary purpose of this portion of the act was to provide a 
mechanism whereby information might be forwarded to the Congress which 
would not be available to Congress from other sources. It is not believed that 
the Commission was expected to process every application for a hydroelectric 
power project as though the United States was a rival applicant. Here, again, 
the matter of emphasis is important in the determination of this controversy. If 
this section of the act is to be treated as a means of effectuating social advances 
via federally financed public works, and as a means of depressing the rates for 
electricity and electric service in areas where the local regulatory authorities 
are unable or are unwilling to do so, all studies of comparative proposals will 
necessarily be weighted in favor of referring every proposal to the Congress 
under section 7 (b) so that the desired ends—improved standards of living, more 
production, more jobs, will be achieved thereby. On the other hand, if the act 
is interpreted as it was intended to be, back in 1920, as a means by which 
Congress would be informed of needed public works of which it might not other- 
wise be aware, the scales used in weighing of the comparative proposals would 
be weighed in favor of encouraging private investors to develop these natural 
resources as the agent of the sovereign, and to resolve doubtful questions in 
favor of private investment. 

When the Federal Water Power Act was enacted, it was administered by the 
heads of three major departments of Government. In 1926, just a few years 
after the enactment of the Water Power Act, a pattern was established for 
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intensive river-system and river-basin studies by the War Department, Corps 
of Engineers, in House Document No. 308. These river-system studies—called 
308 reports have provided the Congress with a vast storehouse of data far ex- 
ceeding in scope any study that this Commission with its limited appropriations 
and limited personnel has undertaken or could undertake. In addition to these 
Army studies, there have been extensive river-basin studies by the Bureau of 
Reclamation, Department of the Interior, and some by the Department of Agri- 
culture, through the years, most of which have been submitted to the Congress. 
While this Commission has undertaken important river-basin studies, its work 
has not been as wide in scope as those studies by the Departments. 

It is probably because of this Commission’s knowledge that Congress has been 
furnished this tremendous store of data by these departments that section 7 (b) 
has died on the vine, so to speak, having been utilized by the Commission but 
1 time in its more than 3 decades of service. Since the study and analysis func- 
tions of these departments have all come into being since the Federal Water Power 
Act was enacted, section 7 (b) might be regarded as a sort of legislative anach- 
ronism which has been given exaggerated importance in this proceeding and 
which has served no purpose except to provide a port of entry into the Commis- 
sion’s licensing procedures by organizations which would be hard put to suggest 
any other basis for their participation. 

Thus, it may be seen, the licensing provisions of the Federal Power Act may 
not be administered with a slide rule no matter how desirable this method might 
be. While there have been those who would limit the consideration of the prob- 
lem to facts which, of course, are very important, it is quite obvious that the 
Congress in delegating its own power to permit occupancy and use of the navigable 
waters and public lands of the United States, intended that the Commission ad- 
minister the rather broad provisions of the licensing law with a view to achieving 
the greatest good for the greatest number of humans for the longest period. 


No computer has been designed that will supply the judgment required to solve 
problems involving human factors. 
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PART I. THE THREE-DAM PLAN 
The applications 


In passing upon applications under the Federal Power Act for authority to 
construct hydroelectric works in the navigable waters of the United States 
and utilizing public lands, it was the intention of Congress that the licensee 
proceed upon the basis of plans which could achieve the best overall use of 
the watershed. The section of the act says “best adapted to a comprehensive 
plan,” and this phrase has been interpreted as requiring “full development” 
on one hand, or such development as would be in conflict with any overall plans 
which had been formulated. For the purposes of this report and for analysis, 
the latter meaning will be used. Under this approach to the matter, attention 
will be given to the regional planning which has been reflected in this record. 

For those who deal with the problems of water-resources development in 
the Northwest, the report of the Corps of Engineers titled “Review Report on 
Columbia River and Tributaries” and issued October 1, 1948, published as 
House Document No. 531, 81st Congress, 2d session, is an absolutely indispensi- 
ble source of data and information. This authoritative report was designed 
as a guide to proper development of the Columbia and its tributaries for flood 
control, navigation, power, irrigation, fish and wildlife, elimination of stream 
pollution, improvement of recreation, all to be accomplished with the “minimum 
interference with the existing regional economy, with fish and wildlife habitat, 
and with the main scenic and recreational areas of the basin.” 

The Snake River, which is involved here, is the largest tributary of the Co- 
lumbia and contributes slightly more than one-fifth of the annual mean run- 
off of the Columbia River and drains 109,000 square miles. 

The Corps of Engineers divided its study of the Snake River into portions 
dealing with the upper Snake River Basin and the middle and lower Snake River 
Basin. It is with the middle Snake that we are concerned here, for it is in 
that portion of the stream that the three Idaho Power Co. dams would be lo- 
cated. An aerial photograph of Hells Canyon is reproduced here on page 7. 
Idaho Power Co.’s three proposed dams—or any development by Idaho Power 
Co. for that matter—would eliminate a single dam of heroic proportions which 
would store approximately three times as much water as the development pro- 
posed by Idaho Power, and which was originally proposed by the Army as one 
of the key projects for flood-control regulation in the Columbia Basin. The 
Army’s high dam project would also produce large amounts of power, would 
improve navigation, and would have recreational aspects. It was devised as 
a completely integrated part of a master plan for the Columbia River.’ 

The high dam project has not been authorized, although there have been sev- 
eral attempts to bring this about, and there is legislation on the proposal even 
as this report is being prepared. The major part of the hearing on the appli- 
cations of Idaho Power Co. concerned the high dam project and the comparisons 
that its champions regard as a necessary aspect of this decision. 

To even summarize the Army’s plan, and the main control plan which com- 
prises the most important part of it, would impose an intolerable burden on this 
report, and would tend to take us far afield. For the purposes of this report, at 
least, the Army’s plan will be regarded as a proper comprehensive plan for the 
water resources development of the Northwest, and, while variations and ad- 
justments must be made in the plan from time to time, the basic framework of 
the plan should not be disturbed except for the most pressing reasons. 

The initial consideration of Idaho Power Co.s’ substitution for the Army’s 
plan will be limited to the question of the effect of such substitution on naviga- 
tion and flood control. Other aspects of the Army proposal and the economic 


and sociological aspects of the high dam project will be discussed in part IT, 
hereof. 


The three-dam plan 


Flood control.—The only storage development proposed by Idaho Power Co. 


is the Brownlee project which would provide approximately 1 million acre-feet of 
active storage. 


*In order to reduce the confusion which might come from a discussion of the Federal 
Hells Canyon project and the Idaho Power Co.’s Hells Canyon project, listed herein as 
project No. 2132, I shall refer to the Federal project as the “high dam project.” Both 
of the storage projects involved in this matter involve high dams, however. The high 
dam project, if built, would be the second highest dam in the world. Brownlee Dam, if 
built, would be among the 15 highest dams in the United States. 
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Whether or not the substitution of this smaller storage in lieu of the 3,280,000 
acre-feet of storage proposed for the middle Snake by the Army would jeopardize 
the comprehensive plan for the basin has engendered much study and analysis 
in this record. 

The main control plan would provide sufficient upstream storage to control 
the 1894 flood to 800,000 cubic feet per second at The Dalles. Below The Dalles 
protection to a flow of 800,000 cubic feet per second would be provided by levees. 


The reservoir projects includéd in the main control plan (see exhibit 293) are as 
follows: 


control storage | for 1894 flood 


j 
Project Usable flood- | Storage filled 


| Acre-feet 

it a Sets RRR a, Sea a ie Capps ee | 4, 250, 000 | 3, 900, 000 
Hungry Horse__._-----.---- a atti ienia ncaa ten ; } 2, 980, 000 | 2, 100, 000 
Glacier View -. TIM R U Til Stas ls anes 2obe Se 3, 160, 000 | 1, 800, 000 
Albeni Falls ae (}) |----i~ . ‘ 
Grand Coulee-_-..-......_.- BOT cn eis : ee ad ee 5, 120, 000 5, 120, 000 
Hells Canyon _-_----- SEE eee NEES a a sheer ones ere tanta 3, 280, 000 2, 600, 000 
Palisades )altiad ass) we. z. Be ee 1, 200, 000 | 1, 200, 000 
Anderson Branch_...--._-.--- » eee } | 
Arrowrock eS eee ete a a | 2 1, 000, 000 | 230, 000 
aa Peak --_-. stim cA artis gees csec eal om cn ae innit if | 
INE .. Saka tcddnhnehl~ ee 1} 3 on | . 
Ce ON. «scenes une codikcnenntpeeteee sae 1, 900, 000 460, 000 
Priest Rapids eae ee a ee 2, 100, 000 2, 100, 000 
John Day ----- eile ae ea oedta Pant Lo wad< deuce ndehptenkaceanwren! 2, 000, 000 1, 400, 000 

a a cel te ales | 26, 990, 000 20, 910, 000 


' | 


1 Local flood control only. 
2 Tn Boise Valley. 
3In Payette Valley. 


Subsequent to the completion of the report contained in House Document 531, 
new studies of the basin by the Corps of Engineers indicate that a number of 
satisfactory systems could be devised which would provide the flood-control 
equivalent of that proposed in the main control plan. These studies show that 
a reasonable distribution of the storage must be obtained to provide protection 
against major floods. G. H. Fernald, of the Corps of Engineers, testified that 
an alternative plan consisting of the following projects would prove to be ade- 
quate for the main control plan purposes: 

Usable flood-control 


Project: storage, acre-feet 
er ie atl eae aere eee pacer 2 EE ES os ee che 5, 010, 000 
NEED ie ES SE SAS 2 ee a Cp aR ee E 5, 120, 000 
So ot eS 7 ae sg 2, 980, 000 
NN cONNank otR e eek 1, 200, 000 
Sr I i eh a 1, 000, 000 
prereset eS 1, 900, 000 
pee I EERO TURE ee ee os 2, 100, 000 
pr res ere Ur ed ae 1, 000, 000 
Drenes eee i oo, a ee eee re weer oie as Be 1, 433, 000 
NG A a a ee th Le tenet lee 2, 300, 000 
eee a a et ee ee 500, 000 

ee ee Sil tbe end 24, 543, 000 


On the subject of proposed substitution of the Brownlee Reservoir for the Hells 
Canyon Reservoir, Fernald testified that the difference in effective storage would 
be 1,300,000 acre-feet rather than the 2,880,000 acre-feet sometimes attributed 
to the big dam. It is concluded, therefore, that the substitution of Brownlee for 
the high dam would make it necessary to obtain 1,300,000 acre-feet of flood con- 
trol storage elsewhere in the Snake River Basin above the mouth of the Salmon 
River if the integrity of the main control plan is to be maintained. There are 
other combinations of projects which would achieve the main control plan goal, 
and in the event such other storages are provided, the deficiency would be sub- 
stantially less than 1,300,000 acre-feet. In this connection, it is observed that 
there are numerous sites in the upper Snake River Basin which might at some 
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future date be developed. Construction of the proposed Bruces Eddy and Penny 
Cliffs projects on the Clearwater River, together with Pleasant Valley and Moun- 
tain Sheep projects on the main stem of the Snake River below the Hells Canyon 
site would provide more flood-control storage in the area than was anticipated at 
the big dam in the Middle Snake. 

The record contains information as to the Army’s valuation of the benefits of 
the various flood-control reservoirs in the main control plan, including the high 
dam in the middle Snake. The value of the storage in the Middle Snake River 
area to the lower Columbia River for the purposes of economic valuation, accord- 
ing to Witness Fernald, would be in the order of $1 per acre-foot. 

However, since comparisons of Brownlee storage versus high dam storage 
must be made on the basis of a theoretical weghing of the advantages of installa- 
tion of two different sizes of storage by the same construction agency, and there 
is no suggestion in the record that any of the planning agencies of the Govern- 
ment have suggested that the smaller storage project at the Brownlee site be con- 
structed with Federal funds, it seems particularly pointless to compare the two 
plans from this standpoint. Theeoretically, when the Government builds a proj- 
ect that is designed to prevent or alleviate destructive floods, this insurance 
against downstream flood damage is given a dollar value, and the value is a factor 
in arriving at the cost of electric power, which in turn is taken into account in 
the development of a rate for the sale of the power. A private company which 
builds a power dam having flood-control values must regard this improvement as 
nonrevenue producing, and it cannot include such values in its rate base. 


TABLE 1.—3-dam plan, pertinent data 
1. General: 


Name... Brownlee Oxbow Hells Canyon 
FPC project number 2133 1971 2132 

River_- Snake Snake Snake 
Stream mile from mouth 284.6 273.2 247.5 
Drainage area, square miles- Not available Not available 74,000 

2. Reservoir: 
Maximum retained pool eleva- 2,077 1,800 1,683 
tion, feet. 
Minimum power pool elevation, 1,976 1,795 1,678 


feet. 
Total storage capacity, acre-feet 
Usable storage capacity, acre-feet - 


1,400,000 


Not available 


Not available 


1,000,000 6,200 11,200 
3. Dam: 

Type Rockfill with rein- Rockfill with rein- Rockfill with rein- 
forced concrete forced concrete forced concrete 
upstream slab upstream slab upstream slab 

Maximunin height, feet. 395 205 320 

Elevation crest of dam, feet - 2,090 1,810 1,696 

Crest length, feet DB adaa 1,320 725 860 

Upstream and downstream slopes. 1.4 to 1.0 1.4 to 1.0 1.4 to 1.0 

4. Spillway: 

Capacity at normal pond level, 310,000 250,000 250,000 

cubic feet per second. 

Capacity with 5-foot surcharge, 350,000 300,000 300,000 

cubic feet per second. 

Spillway gates, number and type. 6-Tainter 8-Tainter 6-Tainter 

Spillway gates, size in feet_-._-.-- 40 by 39 36 by 39 40 by 40 

5. Powerplant: 

Tnitial installation, kilowatts_--. 360,400 151,000 272,000 

Ultimate installation, kilowatts.. 540,600 226,500 408,000 

Maximum power head, feet. - 277 117 208 

Minimum power head, feet ---- 176 112 203 


The economics of the high dam—which from the standpoint of the Govern- 
ment and under policies which govern the evaluation of these matters from a 
Government standpoint—definitely include flood-control values. This will be 
discussed in part II, infra. 

Navigation.—It is generally understood that Idaho Power Co., if permitted 
to construct the Brownlee development, will be required as a condition precedent 
to the issuance of a license, to provide a minimum release of water from its 
dam in order that a flow of 13,000 cubic feet per second will obtain in the down- 
stream channel between Lime Point and Lewiston 95 percent of the time. All 
of the plans of the company have taken this requirement into consideration. 

It is contemplated that the Snake River will be improved for navigation be- 
tween Lime Point and Lewiston to provide a channel 6 feet deep by 150 feet 
wide and that commercial navigation will be established. If this channel im- 
provement is made, the releases contemplated under the Brownlee plan of 


operation would provide the required minimum flow for 98.3 percent of the 
time. 
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There is some possibility of navigation on the 44-mile long Brownlee Reser- 
voir, especially since the drawdown in the average year should not exceed 60 
feet and, according to Witness Fernald, navigation use could be coordinated 
with the periods of drawdown. “With modern methods of handling by belt 
conveyor and mobile clam shell” according to Fernald “bulk commodities can 
be handled practically within a range of about 50 to 60 feet of fluctuation with 
suitable land side terminals. Topography adjacent to rail sites near Hunting- 
ton is adaptable to dock facilities to operate over this range. Similarly, pool 
shorelines in the mineral area of the Seven Devils Mountains should accommo- 
date loading of bulk ores onto barges over this same 50-to-60-foot range.” 

While the record contains some estimate of navigation benefits for the Brown- 
lee project, expressed in dollars, this estimate is of only academic interest since 
Idaho Power Co. has no access to the figure for revenue purposes. 

Irrigation—tThe three-dam plan proposed by the company has no relationship 
with irrigation except in the fact that some of the water to be utilized in the 
power facilities will be return flow water from irrigation projects upstream 
and the power output from the three projects would be available for sale for 
irrigation pumping use.‘ 

An unconscionable amount of time was spent in the hearing of these ap- 
plications examining the problem of the effect of upstream use of water for 
irrigation on the production of power in the middle section of the Snake. It 
is true, as the Idaho Power Co. opening brief observes, that it is impossible 
to evaluate power production in the middle stretch of the Snake without a study 
of the irrigation development of the Snake River above it, and, obviously, an 
unforeseen demand for water for irrigation could so affect the power of pro- 
duction of hydroelectric projects downstream as to disturb their economic 
feasibility. 

While there was some expert testimony in the record which would cast doubt 
upon the dependability of water supply for the larger high dam project through- 
out its economic life, there was no evidence of any lack of water forecast or 
diminution of flow contemplated that would affect the economic feasibility of 
the Idaho Power Co. proposal. The high dam project will be discussed in 
this respect in part ITI hereof. 

Recreation, fish, and wildlife—The three-dam plan would affect the natural 
habitat of the fish and wildlife in the area, just as any major waterpower de- 
velopment might be expected to do. The two run-of-river plants would provide 
smallish ponds for recreational use, and the Brownlee storage project would 
seem to have major recreational advantages. 

Any development of the middle stretch of the river would interfere seriously 
with the movement, breeding, and natural propagation of migratory game and 
food fishes. Under section 18 of the Federal Power Act, as amended, the Sec- 
retary of the Interior is authorized to prescribe such fishways as he deems 
desirable and necessary, and the Commission is under obligation of the statute 
to require the construction and operation of such fishways as may be so pre- 
scribed. There have been consistant efforts made by all concerned with the 
development of western streams to provide adequate protection for fish and 
for wildlife, as well, although the latter has usually presented few problems. 

The staff of the Commission have recommended the imposition of special license 
conditions respecting the protection of fish and wildlife which are consistent 
with the statutory recommendations of the Secretary of the Interior, and Idaho 
Power Co. has indicated its general acceptance of such conditions. 

No effort has been made to state the monetary relationship of the applicant’s 
proposed projects to recreation, fish, and wildlife. Also, it is apparent that the 
effect of the various annual payments for these things would have little or no 
effect upon project economics. 

Capital costs.—One of the subjects of the hearing upon which much time 
was spent is the matter of the captal and annual costs. The feasibility of the 
proposal by Idaho Power Co. hinges to a great extent on the ability of their 
engineers to accurately forecast how much the power to be produced from these 
dams will cost. 

It would be a space-consuming and rather useless endeavor to attempt to 
canvass this subject in anything approaching the detail contained in the testi- 


* There is some relationship in the fact that see. 17 of the act provides that 50 percent 
of the charges arisine from licenses for the use of public lands and national forests “shall 
be paid into, reserved, and appropriated as part of the reclamation fund created by the 
act of Congress known as the Reclamation Act, approved June 17, 1902.” 
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mony and exhibits of the various experts, or even in the detail set forth in the 
briefs in this matter—particularly the principal brief of the staff. This may 
be said with no fear of contradiction—the cost aspect of this matter has been 
given the most thorough analysis possible with the facts on the subject available. 

The real problem for the deciding authority here is selecting which expert 
has presented the most accurate estimate. Quite naturally, Idaho Power Co. 
is inclined to rely upon its chief cost witness Mr. E. A. Woodhead, its chief con- 
struction engineer, who has actually built a number of powerplants on the 
Snake River. As stated in the Idaho Power Co. brief, “Mr. Woodhead and his 
assistant carefully studied the design and layout of the projects and computed 
the volumes of materials to be moved and placed. The unit costs used were 
based upon his actual experience in similar construction, giving consideration 
to the manner in which the work will actually be dovetailed and accomplished. 
* * * Mr. Woodhead personally made the final determination of quantities and 
unit prices which he characterized as very conservative and wholly safe.” 

“However,” as Idaho Power Co.’s brief continues, “in order to be doubly sure 
of the probable cost of the three projects, Idaho Power obtained independent 
estimates from Morrison-Knudsen Co., Inc., one of the largest contracting firms 
in the world, with international experience in the construction of dams and 
hydroelectric projects—they have been joint-venture participants in numerous 
projects including Bonneville, Grand Coulee, Garrison, Ross, and Hungry Horse. 
Likewise they have had wide experience in Idaho, particularly on the Snake 
River, where they have built the company’s six most recently constructed 
projects.” 

Estimates by the contracting firm known in the business as M-K were stated 
for the record by Mr. Bernard Williams, vice president in charge of the dams 
and hydroelectric division of M-K, who reviewed and studied the Woodhead 
quantities, unit prices, and costs, and made a most remarkable offer, in the 
early days of the hearing in 19538, and repeated it again in the closing days of 
the hearing in 1954. This offer was to the effect that his company would under- 
take the three dams proposed by Idaho Power Co. either separately or collec- 
tively on the basis of the company’s estimates. Repeated efforts by counsel for 
the staff and for the interveners to temper this offer met with notable failure. 
Mr. Williams may, in time, be shown to have been wrong, but he was not 
doubtful in his statements. 

Mr. Wilfrid Froggatt, of the Commission’s staff, presented the only other 
detailed cost estimate for the three projects as proposed for construction by 
the applicant. He estimated the total capital cost of the 3 projects, on the basis 
of private financing and construction, at $191,328,000, including $5 million for 
fish facilities. This amount is about $58,328,000 higher than Idaho Power Co.’s 
estimate. It is to be noted, however, that the Idaho Power Co. estimate did not 
include any amount for the cost of fish facilities even though “Idaho Power has 
expressed its willingness to comply with whatever requirements may be incor- 
porated in the licenses in this respect” (applicant’s opening brief, p. 38). 
Although the staff estimate of $5 million for this item is more or less arbitrary, 
this figure should be included in the Idaho Power Co. estimate of cost for com- 
parative purposes. On this basis the Idaho Power Co. estimate would approxi- 
mate $138 million, or about $53,328,000 less than that of Mr. Froggatt. 

Mr. Froggatt, a graduate and registered civil engineer, has been in engineering 
work since 1922. Early in his career he worked on a variety of jobs involving 
hydraulic problems in water supply and irrigation and power generation. His 
professional life has been spent entirely in the West, and he did design work, 
and made quantity and cost estimates for a number of years for private engi- 
neering firms. Since 1936 he has been continuously employed by the Federal 
Government as an engineer, and in the San Francisco regional office of the 
Federal Power Commission, where he has performed field and office work on 
what would appear to be every kind of engineering work that the regional office 
has had to do—among which was “preparation of extensive detailed hydro- 
electric cost data.” Since 1945, Mr. Froggatt’s duties have included responsi- 
bility for the collection and analysis of current fiscal, basic cost data covering 
the construction, maintenance, and operation of water powerplants, preparation 
of engineering reports on the claimed cost of some 30 licensed hydroelectric 
projects involving over $280 million, and he has had charge of the field super- 
vision of the construction and operation of numerous licensed projects which, 
he said “has enabled me to observe construction methods, participate in the 
solution of foundation and/or structural problems, and to check the construc- 
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tion and operation of hydroelectric projects.” Listed among these supervised 
projects are Idaho Power Co.’s Lower Salmon, Bliss, and C. J. Strike projects. 

Witness Froggatt testified that he was aware of the fact that reasonably close 
estimates had been made with respect to several other Snake River projects by 
Idaho Power Co., but, in his judgment, such past experience by company engi- 
neers was of questionable value in establishing the estimates of cost for the 
Grand Canyon of the Snake, due to the differences in size of the projects involved, 
and the greater access problem due to the terrain of the country. “Possibilities 
for troubles in the final construction from the material that is presently at 
hand are much greater.” Cross-examination by Idaho Power Co.’s counsel failed 
to uncover any weaknesses of the estimating approach used by Mr. Froggatt. 

It would seem worthwhile to note and to emphasize that the Froggatt estimate 
is more than the result of the informed judgment of a single experienced engi- 
neer. The studies by the San Francisco office of the Commission—estimated at 
one time to exceed 40,000 man-hours of work—were checked, rechecked, and 
cross-checked. Lesher Wing, the Commission’s San Francisco regional engineer, 
accepted and used the Froggatt cost estimates for various studies he made of 
the economics of the Idaho Power Co. proposal, and was aware, early in the 
game, that Froggatt had come up with an estimate which topped the Idaho 
Power Co. estimate by approximately 40 percent. It should be mentioned also 
that experienced engineers in the Washington office who are among staff coun- 
sel’s technical aids and consultants of record in this matter—T. M. Crum, J. M. 
Shepley, C. B. Walton, and J. J. A. Jessel—devoted many hours to the analysis 
of the Idaho Power Co. estimates and did so with the San Francisco office data 
for comparison purposes. The staff’s technical analysis of the various con- 
struction cost estimates in this record is contained in appendix B to the staff’s 
brief. 

The reasons for the major part of the difference between the 2 estimates, 
amounting to about $53,328,000, are not difficult to find. Mr. Froggatt includes 
about $18,137,000 to cover unforeseen contingencies and omissions whereas Idaho 
Power Co. allows about $10,121,000 for this item. In the Froggatt estimate 
unforeseen contingencies and omissions were estimated separately at the end of 
the direct cost estimates for each of the FPC accounts, and were derived by 
applying a percentage, ranging between 10 and 20 percent, to the estimated 
direct costs. In the Idaho Power Co. estimate an allowance was made for con- 
tingencies in each item of work, with percentages being applied to these items 
ranging between 5 and 100 percent. Although Mr. Woodhead testified that an 
allowance was made for contingencies in eack item of work, it is observed that 
in many cases his quantity estimates were considerably less than those of Mr. 
Froggatt. Most of these quantities are subject to rather accurate takeoff from 
design drawings, and spot checks of the estimates by the staff show Mr. Frog- 
gatt’s estimates to be the more accurate. 

The estimates of direct costs for reservoirs, dams and waterways by Mr. 
Froggatt are about $11,699,000 higher than the corresponding estimates by Mr. 
Woodhead. The principal difference in these two estimates lies in the unit cost 
of placed rock underneath the concrete facing. Mr. Woodhead used an average 
figure of $1.50 per cubic yard for the rockfill embankment material at all 3 dams 
and, under cross-examination, testified that the average was arrived at by the 
use of $4 and $1 per cubic yard for placed rock and dumped rock, respectively. 
On the basis of the unit costs shown above, it seems improbable that the quan- 
tities involved at all 3 dams would be such so as to produce an exact average 
of $1.50 per cubic yard at each of the 3 dams. This would indicate that the 
figure of $1.50 per cubic yard represents the cost of dumped rock and that the 
$4 figure used by Mr. Woodhead for placed rock lacks basis. Mr. Froggatt gave 
careful consideration to this matter in his estimate of cost. In his estimate, 
Froggatt used $9 per cubic yard for placed rock and $1.50 per cubic yard for 
dumped rock. As is pointed out in the staff brief, Mr. Woodhead has had no 
experience in the placing of rock beneath the concrete facings, whereas Mr. 
Froggatt’s estimates are based on firsthand knowledge of projects similar to 
those proposed. 

Another large item in the difference of cost between the two estimates con- 
cerns the amounts allowed for overhead expenses, Mr. Froggatt’s estimate for 
this item being about $6,644,000 higher than Mr. Woodhead’s estimate. Mr. 
Froggatt used 7.5 percent of total field costs (direct costs plus indirects) for this 
item, based upon an analysis of a number of claimed cost statements filed by 
utilities for projects licensed by the Commission, Furthermore, Mr. Froggatt 
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found that the overhead for Idaho Power Co.’s lower Salmon project was 7.3 
percent of the total field costs. This figure compares with the lower figure of 


about 4.5 percent used by Mr. Woodhead for the 8 projects concerned in the 
proceeding. 


Interest during construction is another item in which there is a considerable 
difference between the two estimates. Mr. Froggatt assumed that the total con- 
struction expenditures would be outstanding on average one-half of the con- 
struction period, and on this basis computed interest during construction at 
$10,562,000, or about 6 percent of his estimate of capital cost. This compares 
with Mr. Woodhead’s estimate of about $3,161,000, or about 2.4 percent of his 
estimate of capital cost. In this connection it is noted that Witnesses DeLuccia 
and Riter used a method similar to that of Mr. Froggatt for computing interest 
during construction. Also, it should be noted that the staff at page B-—63 of its 
brief states: “Williams also testified that he was not able to follow Witness 
Woodhead’s method of computing interest during construction and that it was 
too low (tr. 18325).” 


The matter of cost is of transcendental importance in this case because all of 
the other important economic figures are derived from it. We are dealing here 
with installations of fixed electric capacity and limited energy output. As the 
capital cost is increased, the cost of the output of the development is increased 
proportionately. We shall see in a later portion of this report how this sub- 


stantial variation in the estimate of the capital cost is reflected in the econom- 
ics of the proposed construction. 


I have adopted the capital cost estimate of the development as submitted by 
Witness Froggatt and this cost estimate will be used for economic analysis. 
Certainly, in a case of this kind where a choice must be made between two con- 
flicting estimates the public interest would compel utilization of the estimate 
which, if otherwise reasonable, would provide the greatest margin for error. 
The table in the staff’s brief, appendix B, page 93, which was derived from Mr. 
Froggatt’s exhibit No. 395, will here be adopted by the undersigned examiner. 


Capital cost of 3-dam plan 


, 
Item | Oxbow Brownlee | Low Hells Total 


| Canyon 


| | 
$31, 571,000 | $79,175,000 | $52,757,000 | $163, 503, 000 


Field cost x fet 
itll 2, 368, 000 | 5, 938, 000 | 3, 957, 000 12, 263, 000 


Overhead costs (7.5 percent)-_........------.-- 


175, 766, 000 


Subtotal -- _....------| 38,939,000 | 85,113,000 | 56,714, 000 | 
J 1,697,000 | 5,320,000 | 3,545,000 | 10, 562, 000 


Interest during construction__-_-_-- 


186, 328, 000 


Fish facilities 5, 000, 000 5, 000, 000 


| 
| eee F 4 r 
Total (before fish facilities)........--- 35, 636,000 | 90, 433, 000 60, 259, 000 
’ wa | 


Total... 35,636,000 | 90,433,000 | 65,259,000 | 191, 328, 000 


Annual costs.—As previously stated, the capital cost of the 3 projects, based 
on private financing and construction, was estimated by Mr. Froggatt at $191,- 
328,000 (including $5 million for fish facilities), or about $58,328,000 higher 
than the corresponding estimate by Mr. Woodhead. The annual at site fixed 
charges (interest, depreciation, taxes, and insurance) were estimated by Mr. 
Froggatt to be 10.61 percent of the investment (exhibit 361), as compared 
with applicant’s estimate of 6.418 percent (exhibit 102). 

Annual normal operation and maintenance expenses were computed by Mr. 
Froggatt at $1,866,000 (including $200,000 for fish facilities), or about 4 
times applicant’s estimate of $452,200 for this item. The effect of the widely 
differing estimates pointed out above, as reflected in the resulting cost per 
kilowatt-hour of firm power from the three projects, is shown in the table below. 
For the purposes of this comparison, it is assumed that the projects would pro- 
duce about 4,888 million kilowatt-hours of electric energy annually at site, 
of which about 4,389 million kilowatt-hours would be firm (exhibit 375). The 
secondary energy, amounting to about 499 million kilowatt-hours, is valued at 2 
mills per kilowatt-hour. This table shows, for illustrative purposes, the unit 
cost of at site firm power from the three projects based on: 

(a) Froggatt’s estimates of capital cost and annual charges. 
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(b) Froggatt’s estimate of capital cost and using Idaho Power Co.’s per- 
centages for fixed charges and its estimate of operation and maintenance 
expenses. 

(c) Idaho Power Co.’s estimates of capital costs and annual charges. 

(d) Idaho Power Co.’s estimate of capital cost and using Froggatt’s percent- 
ages per fixed charges and his estimate of operation and maintenance expense. 
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| (a) (b) (c) (d) 
































Noh a Shc endaltnscthhnsictantode a —ac5e $186, 328, 000 | $186, 328, 000 | $133, 000, 000 $133, 000, 000 
eee 5, 000, 000 5, 000, 000 5, 000, 000 5, 000, 000 
PI Ree ee te er. oe 191, 328,000 | 191, 328, 000 138, 000, 000. ~ 138, 000, 000 
Annual costs: vane t te 
Acta a 20, 300, 000 12, 279, 000 8, 857, 000 14, 642, 2, 000 
Operation and maintenance, pare er. —-----| 1, 666, 000 452, 000 452,000 | _ 1, 666, 000 
nT koe 200, 000 200, 000 200, 000 200, 000 
Gebtetnk.2 sir cs afer 55s -dc1) 3 22h / ee 652, 000 | 652, 000 1, 866, 000 
EE MDs licen. oinit~scaebinperiose ens 22, 166, 000° 12, 981, 000 | . “9, 509, 000 16, 508, 0 000 
Revenue from secondary energy -.-------- -- | 998, 000 | 998, 000 | 998, ‘000 | 998, 000 
Annual cost of firm at site..........-.- a> Jes 21, 168, 000 11,983, 000 8, 511, 000 15, 510, 000 
Unit cost of at site firm energy, mills per kilo- | 
AMM INN sacha ssl 3) bid oss dad cb < scss 4. 82 2.72 1.94 | 3.53 


The percentages used by Mr. Froggatt for computing the annual fixed charges 
at site include 5 percent for the cost of money, 0.48 percent for depreciation, 5.03 
percent for taxes, and 0.1 percent for insurance, making a total of 10.61 percent. 
This is somewhat comparable to Idaho Power Co.’s estimate of 6.418 percent, 
which consists of interest at 6 percent and 0.418 percent for amortization of 95 
percent of the project in 50 years and 5 percent in 25 years. 

An important difference between the components of Froggatt’s method and 
Idaho Power Co.’s percentages for fixed charges is that the Idaho Power Co. 
percentage makes no allowance for taxes. As pointed out by the staff (at p. 
B-94 of its brief), Mr. Roach, the company’s president, testified that “the amount 
of taxes (Federal, State, and local) that would be occasioned from the projects in 
the 3-dam plan over a 50-year period amounts to $487,541,050.” The staff points 
out that, “according to Witness Roach (exhibit 27), the total capital investment 
attributable to the 3-dam plan is $261,290,300, inclusive of transmission and sub- 
stations. Based on this investment, 5.36 percent of investment would correspond 
to the amount for taxes.” The staff also points out that “Witness Froggatt’s 
figure of 5.03 percent was checked against tax records on file with the Federal 
Power Commission.” Accordingly, it is believed that the percentages for fixed 
charges should include a percentage for taxes, and that Froggatt’s estimate of 
5.03 percent for this item is reasonable. Adding this percentage to Idaho Power 
Co.’s percentages for fixed charges, rather than the somewhat higher percentages 
of taxes estimated by Roach, gives 11.448 percent as compared with Froggatt’s 
estimate of 10.61 percent. The greatest departure from the figure urged by 
Idaho Power Co., aside from the automatic and substantial increase due to the 
larger capital-cost estimate used and the item of taxes, is in the item of operation 
and maintenance, where Froggatt’s estimate exceeds the estimate of Idaho 
Power Co.’s witnesses, Hogg and Robbins, by about 370 percent. Witness Riter 
and Witness DeLuccia each estimated operation and maintenance costs, and 
their estimates are very comparable to Froggatt’s. According to the staff, if 
DeLuccia’s estimate had included administrative and general expense, the two 
estimates would have been very nearly the same, especially since the method of 
estimating was the same. 

We cannot reflect herein the detail in which this matter has been covered by 
the briefs nor considered by the examiner. However, as in the case of the capital- 
cost differences reflected in this record, I am striving to reduce the chances of 
error. If, however, the estimates accepted here prove, in time, to have been 
erroneous, the public interest will have been protected if the figures I choose are 
on the side of providing the greatest margin of safety. Accordingly, the exam- 
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iner adopts the higher percentages used by Froggatt in computing fixed charges, 
and his estimate of operation and maintenance expenses, even though it is higher 
by far than Idaho Power Co.’s. 

Power costs, power values, and power revenues.—One of the major perplexities 
presented by this case has been that of determining the worth of the power to be 
produced by the three dams as planned by Idaho Power Co. This attempt to 
evaluate the worth of the power in advance of its actual production involves, to 
a high degree, the exercise of informed judgment and the use of seemingly valid 
assumptions. 

We are concerned here with a very practical matter. If Idaho Power Co. 
builds 3 major hydroelectric projects on the Middle Snake in a 5- or a 9-year 
period, it must derive revenues from the output of each project as each project 
is completed which will be equal to the annual cost of such project. Regardless 
of what theoretical value may have been assigned to each project for planning 
purposes, if the revenue to be derived from each project is not equal to the cost 
of that project the fat is in the fire. 

We may assume that, within Idaho Power Co.’s service area, the rates at 
which the power will be sold to Idaho Power customers will be designed to re- 
cover the cost of the power and no more.6 We cannot, however, assume that, if 
Idaho Power Co. is obliged to market a large segment of the power from its three 
dams in the general area of the Northwest, it can be assured of recovering the 
cost of the power, unless the cost is low enough to be attractive to prospective 
buyers. Those prospective buyers of power will, presumably, attempt to get 
additional supplies of power at the lowest possible cash outlay. If the power 
is obtainable from the Federal system at a lower price than from a private 
utility, presumably, the purchase will be made from the Federal system, as long 
as such power is available. If the large municipal power systems in the North- 
west have excess power for sale at a lower price than the same power available 
from a private system, the buyer will purchase his requirements from the 
municipal power systems. So, it must be emphasized that theoretical values, as 
used by power planners, may have little, if any, relationship to costs. And, of 
eourse, unanticipated changes in the economic picture in a region—labor diffi- 
culties, war preparation or participation, widespread unemployment—may create 
a wide gap between power costs and power revenues, requiring rate adjust- 
ments to attempt to narrow the gap. 

I do not think that a purely theoretical measure of value should be the de- 
termining factor in arriving at the economic feasibility of privately financed and 
privately constructed power developments. In taking such position, I realize 
that I may be running counter to considerable doctrine to the contrary, and 
that findings on this theoretical excess of value over cost have been made in a 
number of license cases in the past. In those cases, there might have been the 
excuse for the practice in that all of the power to be produced by the proposed 
project would be utilized on the applicant’s own system within a reasonable 
time. In the instant case, it is admitted by all concerned that the output from 
these three projects will not be immediately usable on the applicant’s own sys- 
tem, and that varying amounts (which I will discuss at greater length in the 
portion of this decision which deals with marketing) will not only be available 
for sale but actually will have to be sold to other utility companies in order to 
make the project pay out. Thus, in order to get a measure of the value of the 
power which, presumably, is to be purchased by these other unnamed utilities, I 
would have to have the data on what alternative sources of power were avail- 
able to those other utilities, and what the comparative costs would be from 
their standpoint. 

The assignment of a monetary value to the output of the projects which is 
based upon the cost of the next available and economical alternative source of 
power has only two useful purposes: (1) To determine whether or not the cost of 
the contemplated hydro is equal to or cheaper than steam, or (2) to determine, 
as between various alternative hydro plants, which would be the more desirable. 

If this value analysis is improperly used, or if it is used carelessly so that the 
fact that it has no real relationship to either actual costs or actual revenue is 
obscured, some difficulties may be experienced in arriving at a valid result. 
It must be kept constantly in mind that true value is not an abstract concept 





5 Any other assumption would conflict with the principles of ratemaking, which seek, 
generally, to avoid requiring one class of customers in one area to pay costs which should 
be borne by another class or another area. 
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but is really only the amount that something can be sold or exchanged for. 
Thousands of examples of this could be cited. Let us suppose a prospective pur- 
chaser who needs a new watch goes to a jewelry store where he is shown 2 
watches, either of which would serve his purpose, but 1 watch has a price tag 
of $30 and the other is priced at $50. The purchaser buys the $30 watch. Meet- 
ing a friend later and describing the transaction in the same terms we are 
evaluating power here, he would say, “My new watch cost $30. It is a great 
bargain, because it is actually worth $50.” ° 

The cost of the portion of the output of the three-dam plan which we can 
reasonably assume as absorbable in the Idaho Power Co. system will be balanced 
against the cost of obtaining equivalent power from a modern, privately financed, 
steam-electric plant for the sole purpose of determining which costs more. The 
cost of the portion of the output of the three-dam plan which is excess to the 
reasonably anticipated needs of the Idaho Power Co. system will be balanced 
against the theoretical steam-hydro value figure, which includes as a factor the 
amount that heavy industry could afford to pay for power, and which is in use 
in the Northwest by planners of Federal projects. (See H. Doc. 531, appendix 
N. p. 4110.) This value figure is approximately $16.50 per kilowatt-year for 
demand and 3.34 mills per kilowatt-hour for energy. It is to be noticed that 
this figure is considerably lower than the straight, privately financed, steam- 
electric figures ($25.40 per kilowatt and 4.5 mills per kilowatt-hour), due, of 
course, to the necesisty of recognizing that there are considerable undeveloped, 
economically feasible, hydroelectric resources in the Northwest, and will continue 
to be for some time, and also to the fact that, whether or not the United States 
continues to expand its generating capacity, the large municipalities in the 
Northwest may be expected to add both hydroelectric or steam-electric capacity 
to the Northwest at a lower cost than the same capacity and energy can be pro- 
vided by non-Federal, private systems. These non-Federal, public-power systems 
have substantially the same cost-of-money advantages over private-investment- 
owned systems as the Federal Government 

I am using this theoretical steam-hydro figure for testing the potential revenue 
of that part from the three-dam output which is proposed for marketing outside 
of the Idaho Power Co. service area for want of a better figure. It would be 
much more satisfactory if there was in this record the complete picture of the 
estimated cost of development of additional hydroelectric capacity by each of 
the prospective utility customers. But the record doesn’t contain this data, and 
it is doubtful whether or not it could be obtained in any event." 

In the analysis of the marketability of the power from the three-dam plan, I 
have felt obligated to lay aside these illusory value figures so that the proposal 
could be weighed in the light of the probable sales and probable revenues. I 
shall use the theoretical value figure for the Northwest as a theoretical maximum 
selling price for the excess power from the Idaho system, since it could hardly 
be expected that such power would ever be sold at large for more than this 
theoretical value. 

Markets for and salability of power.—Having determined the amount of power 
which will be developed by Idaho Power Co. with its three dams, and the at- 
market cost of that power, it remains to ascertain whether or not such power or 
any substantial part of it is salable with a revenue return which will cover costs. 
Just as the proof of the pudding is in the eating, the economic feasibility of the 
projects of the applicant will depend on whether there is a market for the 
power. 

There has been an assumption used in many of the analyses made in this 
record to the effect that what Idaho Power Co. cannot utilize in its own system 
will be needed by, and therefore readily salable to, other private utility systems 
in the Northwest. 

Secretary of the Interior McKay’s views and comments on this subject are 
interesting. He said: 

“Any power which may temporarily be in excess of the company’s own require- 
ments can be utilized to meet the needs of other power distributors or industries 


* This is just another example of that famous aphorism of self-deception : “‘A penny saved 
is a penny earned.” 

7 Just so that it will not appear that I am applying an alien test, it should be noted here 
that while the applicant tested the economics of its projects with low capital costs, low 
annual costs, and high (steam-electric) values, there is a valuation of the output of the 
projects in the applicant’s opening brief on p. 66 on the basis of what its counsel terms 
“the most conservative value used herein as value of power at market, 1. e., 5.72 mills 
(Ex. 371-B, year 1956 ; Mr. Cotton used 6 mills, Ex. 50, p. 9).” 
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in the region until such time as the company’s own requirements will absorb the 
entire output from these projects, provided that the necessary interconnecting 
transmission facilities are constructed. Although the needs of the region are such 
that any temporary excess from the company’s plants could be used, the ability 
of the company to arrange for the sale of the power will, of course, depend upon 
the price at which the company may be able or willing to deliver the power. If 
the Commission’s investigations indicate that the surplus power could be offered 
at an attractive rate, there is no reason why the projects should not be constructed 
as rapidly as possible, and the license should so require. If, on the other hand, 
the Commission’s investigations indicate that the surplus power would be un- 
marketable because of the rate at which it would have to be sold, then there 
would probably be no purpose in requiring prompt construction of the projects” 
(extracted from p. 6 of exhibit 10). 

The average annual at-market generation of the 3-dam plan operated in co- 
ordination with the Northwest power pool would be about 4,500 million kilowatt- 
hours, of which about 4,050 million kilowatt-hours would be firm and 450 million 
kilowatt-hours would be secondary. 

The at-market value of secondary power in the Northwest (and this is not 
theoretical because secondary energy sales are actually being made currently on 
this basis) is 2.5 mills per kilowatt-hour. Deducting this secondary energy 
revenue from the at-market annual cost figure of $27,921,000, gives an at-market 
cost of about 6.6 mills per kilowatt-hour for the firm power from the 3-dam 
plan.” 

In 1953, Idaho Power Co.’s average annual generation was reported to be 
2,322,053,000 kilowatt-hours (265 megawatts), of which 2,047,332,000 kilowatt- 
hours (232 megawatts) is primary. The capability of the Idaho Power Co. 
generating facilities, as shown in exhibit 25, is 374 megawatts. The table which 
follows shows the capability and energy available from the Idaho Power Co, 
in future years, assuming that a 3-dam license is issued in July 1955 and that the 
3 projects are constructed over a 9-year period as proposed by the staff and over 
a 5-year period as proposed by Idaho Power Co. 


[All figures in megawatts] 


j 
| 
| 
| 











9-year construction period 5-year construction period 
(staff) (IPCO) 
Year | l | 

| | Primary | Average | Primary | Average 

| Capacity| energy annual | Capacity} energy annual 

| | energy | energy 

| 

WO noe teaieiihestin 374.0 | 265 | 374.0 23: 265 
1956__- es , 374.0 | 265 374.0 2 265 
1957... ee : | 374.0] 265 374.0 | 265 
1958... 374.0 | 265 1 §25. 0 1 383 
1959__. : z 2 734. 4 | 2 497 2 885. 4 2 615 
1960__ So a ; , 734. 4 497 | 1,157.4 8 825 
MN oA ae eri Ec. SS Seen Se 1615 | 1,157.4 | | 825 
1962._.__- =e | 885.4 615 | 1,157.4 | 825 
1965__.- S ae 31, 157.4 $825 | 1,157.4 | 825 
Press Be .. ; 1, 157.4 | 825 | 1,157.4 | 825 
1975-..-- ‘ 1, 157.4 | 825 | 1,157.4 | 825 








1 Oxbow added. 
2 Brownlee added. 
3 Hells Canyon added. 


For the purpose of planning for the development of new power facilities, 
estimates of probable future requirements of the Idaho Power Co. were pre- 
pared by the staff, as presented in exhibit 378, and by Idaho Power Co. as 
presented in exhibits 24-A and 25. The staff estimates, while less optimistic 
than those of the applicant, are apparently acceptable to it (Ipco brief, p. 20). 
A comparison of these two estimates is as follows: 


8 The staff brief in this matter assigns a cost of 6.69 mills per kilowatt-hour to the 
output of the 3-dam plan (see staff brief, p. 22) but my computation was made independ- 
ently, for test purposes. 
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| Peak demand | Energy requirements 
(megawatts) | (megawatts) 
Year | 
g Staff | IPco | Staff IPCO 
—— | — ee = ———— 
| | 
ee eee ee ee en eee eee 467.2 | 443 | 313. 47 282. 3 
Bee escn esl Eo a, Pe SS OA: 487.9 | 477 | 327. 37 | 333. 3 
ts 58 tes ik Bis SEARS sea Ah oo ad 512. 4 | 503 | 343. 79 350. 3 
ae ea 573.7 563 | 384. 98 392.7 
iil ell dO JAE a Ie a Sa Ml i el 7 660 | 415.05 471.2 
ee: CMU EL: ee be deen Ul 640.6 | 744 | 429.85 | Se) 
I 8 he ee ee lea oe Sei chek 669. 0 | 801 448. 87 | 588.7 
itil cctinenier sk divSioeS ater Dcrthtinbiiaeeni-Mbemimeahinvnns ti 720. 9 | 864 | 483. 71 | 617.0 
Mccann dascee ee ee 790. 6 ahh 530. 49 
BAS oo 0d8s SORE ockd dawcdenln dal uacedcks dateoak GOR 0 ssa 20s ok 607. 94 
Re itt ho Maat cricnsts ine tmbtemssetsbndss0sp te bees dbewda DOIG Be a tee 682. 40 | 


By comparing the supply with the estimated capacity and energy require- 
ments it is possible to obtain the capacity and energy which would be surplus 
to the Idaho system requirements and therefore would be available for sale to 
other utility systems. In order to show the range here of surpluses, using the 
5-year construction program with the Idaho Power Co. load estimates, and the 
9-year construction program proposed by the staff with the staff’s load esti- 
mates, the following table has been developed from the evidence of record: 


Surplus power available on Idaho Power Co. system * 


[All figures in megawatts] 


wae — 


Based on staff load estimates and 9-year | Based on IPCO load estimates and 5-year 




















¥ construction schedule | construction schedule 
ear 
Capacity Primary Average Capacity Primary Average 
energy annual energy) energy annual energy 
| 

ea cnc aie edad (93. 2) (81. 47) (48. 47) | (69) | (50. 3) (17. 3) 
WeePbsde nh ads stone (113. 9) (95. 37) | (62. 37) | (103) | (101. 3) (68. 3) 
PP ckavewnbstunwds (138. 4) (111. 79) (78. 79) | (129) | (118. 3) (85. 3) 
ee sivelestgicaienietiin (199. 7) (152. 98) (119. 98) | (38) | (57. 7) (9. 7) 
Sia sien isalicitieninnd ‘ 115.8 37. 95 81.95 | 225. 4 | 84.8 143. 8 
Bein toda lotewes 93. 8 23. 15 67.15 | 413.4 183. 1 271.1 
| SSE eR eee 216.4 107.13 | 166. 13 | 356. 4 | 168. 3 256. 3 
Ss 164. 5 72. 29 131. 29 | 293. 4 | 120.0 208. 0 
i piceiniahanetatestes 366. 8 206. 51 | 204.51 |..-..- me seca diiesineatanelineibesinieiih 
| ME a 251.4 129. 06 217. 06 ns tieaiedhialigtindetidoaniia dade 
ES 140.4 | 54. 60 | 142. 60 | savebesdbebbenaibioesiaa 


1 Parentheses indicate deficit. 


As can be seen from the foregoing, differences in the construction schedule 
followed and in the system-load requirements estimated produce different 
amounts of disposable excess power. With a conservative load estimate and a 
long construction program as contemplated by the staff, Idaho Power Co. would 
have disposable capacity and energy in 1959 and subsequent years over and 
above it own system needs. In 1965 this excess would be more than the equiva- 
lent of its present system capacity and energy. If the 3 projects were built in 
5 years, as contemplated by Idaho Power Co., and the FPC staff estimates of sys- 
tem-load requirements proved accurate, Idaho Power Co. would have in excess 
of 436,000 kilowatts of capacity and 341,000 kilowatts of average annual energy 
available for sale in 1962 over and above its own system needs. 

We have seen how this power will have cost about 6.6 mills per kilowatt- 
hour to produce and deliver t market, and the measure of the at-market value 
in the Northwest amounts to about 6 mills per kilowatt-hour. Will Idaho 
Power Co. be able to sell these substantial surpluses? When one realizes that 
Bonneville Power Administration sells large amounts of firm power at about 2 
mills per kilowatt-hour it is difficult to see where in the Northwest power in 
such amounts will be salable at triple the Bonneville rate. 


es a ASS SA LT 
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Using Mr. Wing’s table of values of power as representing the upper limits 
of the selling price for power in the Northwest, it is readily apparent that out- 
side of Idaho Power Co.’s own service area, the cost of the Idaho Power Co. 
three dam output will always exceed the upper limit of the sale price for whole- 
sale power in the Northwest ; and, even more remarkably—under the same Wing 
table—this will also be so in 1980 when all of the additions to capacity in the 
Northwest will be steam-electric. 

While the Wing table of estimated values is based in 1980 on the cost of 
federally financed steam-electric plants, and it is not entirely logical to as- 
sume—due to the constantly changing political climate—that the Federal Gov- 
ernment necessarily will construct substantial amounts of steam-electric ca- 
pacity, it is very logical to assume that public non-Federal agencies (like the 
city of Tacoma and the city of Seattle) may construct such thermal capacity 
and that the Wing figure for 1980 may prove to have been a fairly accurate 
forecast of market value for that year. 

There is no hint in the record of any indication by any potential customers 
for this power that such customer would be willing to sign up for power on a 
firm basis at 6.6 mills per kilowatt-hour. It seems strange that Idaho Power 
Co. with substantial excess capacity in view would not try to get some kind of 
solid assurance from other utility systems that they would and could take such 
excess. 

Mr. Roach, president of the company, discussed this matter to some extent as 
a witness. His idea was that the output from the 3-dam plan would have a 
value® to the west group of the pool of between 4 and 5 mills per kilowatt- 
hour. It is clear that this estimate is an at-site appraisal, because Mr. Roach 
said “the record shows that so far the costs of these other transmission lines— 
that is the lines running over to the Northwest pool—are not included in the 
project cost. Any energy that might be carried over these facilities would have 
to carry with it the costs incident to these facilities.” Adding a 1-mill cost for 
transmission would make the Roach estimate for value of power at market 
5 to 6 mills, which is in line with the 6.0 mill value I am using in this analysis. 
Keep in mind that the cost of the power is 6.6 mills per kilowatt-hour, and that 
the cost has to be recovered from some source to make them projects econom- 
ically feasible. 

Mr. Roach’s financial basis for building these plants leans on the sale of the 
excess power to the pool on a per kilowatt-hour revenue which does not exceed 
5 mills. 

Exhibits 147 and 148 sponsored by Mr. Roach show estimated revenues from 
the Northwest power pool assuming a 10-year and accelerated construction pro- 
gram. The accelerated program is obviously so far from practicable that I shall 
limit my comments to the 10-year program which corresponds roughly with 
the outer limits of the construction program recommended by the staff. Mr. 
Roach estimated kilowatt-hour sales which correspond to his Northwest pool 
revenue estimates. Arithmetic furnished the per kilowatt-hour revenue. 


Revenue in mills per 

Year: kilowatt-hour at site 
Sa tices dnsthniseek ai hie ied Sc ceeds Masami cata tM ll es Re Eee 4. 85 
a aN le 4. 85 
TITIIIIE isin tsin paieitiiansindieenianiitiasipitrans dibdiadaasiciataiitidicedas-aletiemintabnih dl tele aiacitente alates alt hee 4. 46 
MIR Lik adhe alehethn Rb tet Sace i Binwch OYE cick) tinstdhae Miaeleiies tata Rei Diss Peasant ka hs ig cig cal te aod 4. 33 

a aN 4. 27 
OD a sisndink cit sis: cin ch ikea ba kts ctl Nig Ae Stadia ch SATA TOM le ahi cece sh ssa 8. 89 
Be RO ere a ed oe ee Oe Oe aba 4. 80 
Ca a alata aE al ieee hae 4, 21 


Unless some way could be devised properly to shift the costs around so that 
the Idaho system customers would pay more than the actual cost of the power 
they used, it would not be possible to sell excess power to the Northwest pool 
on the basis of the financial study made by Roach except at a loss. It is some- 
times possible to sell relatively small amounts of power at a loss without serious 
difficulty, but it is doubtful if the substantial quantities involved herein could be 
sold at a loss for very long without endangering the fiscal position of Idaho 





®Mr. Roach was undoubtedly using “value” in the revenue sense here. otherwise his 
testimony would be meaningless on this subject. 
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Power Co., and creating substantial rate problem with the Idaho regulatory 
authority.” 

Idaho Power Co. has the problem of having to try to sell power in an area 
that is price conscious to an unusual degree. Whether we agree with'the philoso- 
phy which governs the marketing of federally produced power or not, we must 
face up to the economic facts of life—and one of those is that the Northwest 
area is a remarkably low-priced power area—and is famous therefor—and 
efforts on the part of anyone—whether it is a public agency or a private agency— 
to influence the cost of power by bringing higher cost power to the area will have 
a real battle on his hands. This is understandable. Most of the industrial 
growth of the Northwest has been based upon the cheapness of waterpower 
which has been relied upon to offset the higher transportation costs of materials 
and transportation of the processed raw materials to markets which, for the 
most part, are long distant from the Northwest." Much of the individual in- 
vestment in appliances by residents of the Northwest has been made on the 
basis of a very low sales price for power. When the Committee on Interstate 
Commerce of the Senate held hearings on S. 1725, it was brought out by Solici- 
tor De Vane of the Federal Power Commission (quoting a speech of Chairman 
Frank R. McNinch) that the investment by consumers throughout the United 
States in electric appliances equals the investment of utility companies in gen- 
eration equipment.” 

In the Northwest which has abundant waterpower, very limited fuel resources 
and low power rates, it is safe to assume that the individual user investment in 
electrical appliances far exceeds the United States’ average.” 

The really paradoxical aspect of this whole matter is that there is a crying 
need for firm power additions in the Northwest, in view of the lagging program 
of development by the Federal Government and the steadily growing loads. One 
of the seemingly attractive aspects of the Idaho Power proposals and one which 
has been exploited and publicized was that Idaho Power Co., would, without 
cost to the taxpayer, relieve this need to a substantial extent. There is a serious 
deficiency of power in sight at least by 1961 which should be planned for right 
now. This deficiency may appear sooner than 1961 if median water conditions 
are not experienced until that time. Whether power costing 6.6 mills is market- 
able on a firm basis is open to serious question even in spite of this power defi- 
ciency in prospect. Six-point-six-mill power is fancy-priced power in the North- 
west area. It is questionable whether it is preferable even to publicly financed 
steam-electric power if the Wing table is a dependable guide to values. And, of 
course, experience has shown without any doubt that as price goes down, usage 
goes up. The converse is true, but to a lesser degree because of the investment 
already made in electrical equipment by users. Economists who testified in this 
hearing stated forcefully that as the price of power goes up in the Northwest, 
requirements tend to level out or to drop.“ The predictions of deficiencies in the 
Northwest in 1961 are predicated on the proposition that no substantial increase 
in the current Bonneville rate will have occurred in the meantime.” 

This matter is not being considered under the delusion that Idaho Power Co. 
intends to rush headlong into financial chaos and this decision will head the 
company off from ruin. Idaho Power Co. is a well-managed and well-advised 
company and understandably jealous of its excellent financial standing. It will 
not build any project unless it knows fairly well in advance where the power 
output can be sold at rates which will return cost plus a satisfactory return on 


2 Staff counsel’s response of March 21, 1955, seems to indicate that if the overall 
revenues from the projects exceed the costs, the projects will be feasible. It would be 
necessary to overcharge Idaho customers to offset the reduced revenues from the sales of 
the excess power to other utility systems to achieve such a result (i. e., revenues equal to 
costs). It is doubtful that the Idaho rate regulating authorities would subscribe to such 
a practice. This would be a form of subsidy to the out-of-State wholesale customers of 
Idaho Power at the expense of its own domestic customers. The fact that the Idaho 
customer would be paying less than he would have paid if steam-electric facilities had 
been installed instead of the hydro plants is completely irrelevant to this rate matter, since 
rates are not based upon savings computed on theoretical values. 

The Army engineers in the Columbia River Review Report, H. Doc. 531, noted the fact 
that ‘‘the low rate at which power is sold in the region has been an important factor in 
attracting industries which required an abundance of cheap power and in the high level 
of domestic consumption” (vol. I, p. 92). 

12 Hearings, Public Utility Holding Company Act of 1935, pp. 244-245. 

% In the 1948 Review Report, the Army engineers noted that the per capita consumption 
of power in the Northwest was “more than twice the national average” (vol. I, p. 92). 

44 Goldhammer, transcript 11,903. 

% Goldhammer, transcript 11,478. 
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the invested capital. Even if it were to accept a license which required the 
building of the 3 proposed projects in a minimum of 9 years, as proposed by the 
staff, if the market for the power was not evident, there would be little difficulty 
under the act in amending the license to eliminate one or both of the excess and 
unneeded developments. Neither this Commission nor any other governmental 
regulatory body could lawfully and effectively require construction of a hydro- 
electric project, a market for which did not exist. 

Even so it would be clearly not in the public interest to license the 3 proposed 
dams when there is only a market reasonably predicted for the production of 1 
of them. This Commission’s annual reports over the past decades contain 
numerous instances of the denial of licenses and permits because of lack of 
market.” Also it would be against the public interest and a violation of section 
10 (a) of the Federal Power Act to license any development which, if built, would 
actually foreclose truly comprehensive development of the Middle Snake River. 

Having concluded that only one of these proposed dams should and would be 
built now by Idaho Power Co., it only remains to be considered whether building 
only one dam of a multidam scheme would be inconsistent with section 10 (a) of 
the act. 


Comprehensive development and full development 


There has been an attempt on the part of some of the participants in this matter 
to make the term “comprehensive development,” as set forth in section 10 (a), 
synonymous with “full development.” What this would mean as a practical 
matter is that a license applicant would have to have a specific intent to accom- 
plish full development of the waterway within a short time, or he would not be 
eligible for a license. To some extent, there has been a garbling of terminology 
in the hearing and in the briefs—where “units,” “developments,” and “projects” 
have been used interchangeably for some purposes and with distinctly different 
meanings for other purposes. 

It seems clear that while the one dam would not constitute “full development” 
of the Middle Snake, the act does not require such “full development” to be 
accomplished at one time. A reading of section 13 of the act (appendix I) dis- 
closes the requirement that after a licensee has received his license, he shall 
commence construction of the project works within the time fixed in the license, 
which shall not be more than 2 years from the date thereof. 

This same section goes on to provide that the licensee shall “complete and put 
into operation such part of the ultimate development as the Commission shall 
deem necessary to supply the reasonable needs of the then available market.” 
Now notice that the development of the waterway is distinctly and, I submit, 
sensibly tied to the market needs. And notice, too, that the act speaks of the 
then available market, rather than some speculative, possible market. Going 
on, ‘and shall from time to time thereafter construct such portion of the balance 
of such development as the Commission may direct, so as to supply adequately 
the reasonable market demands, until such development shall have been 
completed.” 





16 For example, projects Nos. 3, 168, 66, 226, 578, 592, 757, 1105, 1246, 741, 313, 324. 
™ The following colloquy from the legislative history of the Federal Waterpower Act 
may explain section 18 and its relationship to “full” or “maximum” development. 

The CHAIRMAN. There is another matter I would like to bring up while we are on this 
general subject, Mr. Secretary. What do you say as to the necessity of making it a 
condition when a right is granted, for the development of waterpower, that the licensee or 
the grantee shall be compelled to develop it, well, to its maximum extent? 

“Secretary FISHER. I think that is proper. I assume that is implied. I think there 
should be a provision for immediate development. It need not be maximum development, 
but progressive development until you get to the maximum. There is as much net public 
loss through a nonuse as through a misuse of the public resources. We want it to be 
used to the maximum capacity when the circumstances permit it to be done economically. 

“Mr. SPARKMAN. If you had the maximum development at the beginning you would have 
a considerable amount of power you could not use. 

“Secretary FISHER. I would say to the grantee: ‘If you can market all the power you 
can get from this water will you so develop all that waterpower?’ He woul probably 
reply, ‘Yes: we will develop as much power as we can get a market for.’ He would he 
asked the extent to which he believed the market would warrant the development of the 
power, and we would write into the permit that he shall develop this waterpower to a 
certain extent within a certain time, and that should be safely under what he reasonably 
can expect as a market, and there should be a provision that he shall go on and develop 
it to the maximum within a reasonable period by progressive stages.” .(S. Doc. No. 27 
62d Cong., 2d sess,, Hearings on the Development and Control of Waterpower, p. 204). 
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One of the reasons the proposals of the Idaho Power Co. have been so bit- 
terly opposed in this hearing is because it seems that Idaho Power Co. is 
primarily interested in the revenue-producing features of its proposed develop- 
ment, and has very casual interest in other aspects. As I read section 13 of 
the act, it was fully contemplated that the only facilities which would be built 
under license would be those which supply a known power market. If the 
output of 1 turbine and 1 generating unit would supply the reasonable market 
needs, the development should stop temporarily right there. If the market 
requires a dam of certain proportions and no more, that’s the kind of dam that 
should be built. 

Section 13 seems to me to prohibit the tying up of power sites with no real 
prospect of developing them within the immediate future. It is pretty clear 
from the legislative history that one of the things concerning the people who 
contrived the act was that some power company might try to stake out a whole 
river considerably in advance of its needs, thereby preventing someone else 
from utilizing the same water resources in the meantime, and that such monop- 
olistic activities would be detrimental to the public interest. 

While I think that it is likely there may be some day when Idaho Power Co. 
will need all three of its proposed projects and perhaps more besides. I think 
that section 13 requires the Commission to limit the licensing of power projects 
to those which will be built to meet a known market and which will be surely 
started and completed within a reasonably foreseeable time. To bypass the 
real intention of the Congress as expressed in section 13 of the act—which was 
to keep people from being dogs in the manger on these desirable power sites— 
by the device of referring to the different proposed dams as “units” of a single 
project and thus permitting these sites to be held unused for a long period 
where there is no present need for development of them by Idaho Power Co. 
for its own requirements does not appear to be justified and actually may be 
illegal. While it is possible that the only prospective developer that may be ever 
interested in the two sites not licensed herein is Idaho Power Co., the river 
must be kept open for others to use for power purposes.” 

I conclude, therefore, that the fact that Idaho Power Co. does not have access 
to a ready market for all of the power from the 3 projects does not prohibit 
the licensing of 1 of these projects, with Idaho Power Co. still eligible to file 
new applications to construct such additional projects in the future as it 
may have a market for. When and if these other applications are filed, they 
will be examined to determine whether or not they are consistent with the 
comprehensive plan for the development of the Middle Snake River, and under 
the provisions of section 10 (a) the proposal as it is submitted will be licensed 
or the modification of such proposed project will be required before approval. 
It may be that the Middle Snake will never be “fully developed’—if a market 
for all the power from that stretch of the river does not evolve. All that can be 
done at this time is to attempt to guard against the creation of difficult problems 
for others to attempt to solve many years in the future. 

I am, therefore, approving the Idaho Power Co.’s proposal to build the 
Brownlee Dam (project 2133) and the presiding examiner’s order in this matter 
will dismiss without prejudice the applications for Oxbow (project 1971) 
and low Hells Canyon (project 2132). The Brownlee project will be discussed 
briefly as a separate project before setting forth specific findings. 

The Brownlee project (No. 2133) 


Project 2133 (Brownlee) has been heretofore described (table 1). 
version of the development is presented here on page 30. It will produce an 
average of about 232,000 kilowatts of electric energy annually at-site, of which 
about 221,000 kilowatts would be firm. The corresponding output at-market 
would be about 213,000 kilowatts and 204,000 kilowatts, respectively. Hence, 
the secondary energy at-market would be about 9,000 kilowatts, or 79 million 
kilowatt-hours annually. 

It has been explained heretofore why the cost of privately financed thermal 
capacity cannot be used properly as the value gage of all of the output of the 
three-dam project. Having also decided that the entire output of the three dams 
is not marketable at the present time either on the Idaho’s system or in the 
Northwest generally, the relatively simple problem remains of determining 
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6 “Indefinite priority and control without development and use of power resources * * * 


(is) contrary to the policy embodied in the Federal Waterpower Act,” 14th Annual 
Report 156. 
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whether or not Brownlee Dam, project No. 2133, will meet the customary tests. 
Under the Froggatt analysis as shown in exhibit No. 361, the annual cost 
of the Brownlee project is as follows: 





sc cemubinnnpaererectpererer meee $9, 595, 000 
Git ES LNA ALLA LAA LLL AE 766, 000 
I aiiepeneiuneoeresesreaeareneeae 10, 361, 000 
ee ceiseeamaneninntermrarra—ewemrne 2, 646, 000 
I ee rsaipeneninigernperene a 13, 007, 000 


The annual cost shown above does not, however, include an amount for fish 
facilities. Assuming that the capital cost of such facilities is $5 million, as 
estimated by the staff for the low Hells Canyon project (2132), the corresponding 
annual costs for these facilities, based on 10.61 percent of the investment for 
fixed charges and $200,000 for operation and maintenance, would be $730,500. 
By adding this amount to Mr. Froggatt’s estimate, the annual at-market costs 
to the Brownlee project would be $13,737,500. 

The output of the Brownlee project will provide for all of the future power 
needs of the Idaho Power Co. at about a cost of 7.6 mills per kilowatt-hour for 
firm power. Since the cost of power from an alternative steam-electric plant 
would be about 8.7 mills per kilowatt-hour, it is quite obvious that the Brownlee 
project would be feasible as an undertaking by the company to supply its own 
needs. The evidence in this record to the effect that there are no other hydro- 
electric sites which can be developed by Idaho Power Co. at the present time 
at a cost less than that of a steam-electric plant has been accepted herein. 
There is no reason for establishing a “benefit-to-cost ratio” for this project 
since I am assured that it would provide the lowest cost power that could be 
obtained by the company consistent with the comprehensive development of the 
Snake River required by section 10 (a) of the Federal Power Act. 

Idaho Power Co. has a present system capability of 374,000 kilowatts with 
a firm output of 232,000 kilowatts and an average annual output of 265,000 
kilowatts. The addition of the Brownlee project in 1959 will give the system 
a eapability of 734,400 kilowatts, a firm output of 453,000 kilowatts, and an 
average annual output of 497,000 kilowatts. Using the staff estimates of power 
requirements for the Idaho Power Co. for 1959 and beyond, the following table 
shows the effect of the Brownlee addition. It is assumed for this purpose 
that the Brownlee addition will be first reflected in the company’s system 
supply in 1959. 


[All figures in megawatts] 





























Estimated power Existing power supply plus Surplus power on Idaho 
requirements rownlee Power system ! 

Year rae. 34 

Firm Average Firm Average 

Capacity} Energy | Capacity} energy annual | Capacity} energy annual 

energy energy 

i ita: dnnccn placed 618. 6 415. 05 734.4 453 497 115.8 37. 95 81. 95 
Sa edk hnesstinthbat omcaicones 640. 6 429. 85 734.4 453 497 93.8 23. 15 67.15 
Bin cemnteaaee en 669. 0 448. 87 734.4 453 497 65.4 4.13 48.13 
Fs ch cece ietcodage 720.9 483. 71 734.4 453 497 13.5 (30. 71) | 13. 19 
PR is Sih ico tecncdae 790. 6 530. 49 734.4 453 497 (56. 2) (77. 49) | (33. 49) 
Ce RE ORS sles 906. 0 7. 94 734.4 453 497 (171.6)| (154.94)| (110. 94) 
1976.00 --sesnsewenapte] 2p 0laeG, |. eae 734. 4 453 497 (282. 6 (229. 4) | (185. 40) 


1 Parenthesis indicates deficit. 


The above tabulation which, of course, is based upon estimates insofar as Idaho 
Power’s requirements are concerned, indicates that Brownlee will more than 
supply the future needs of Idaho Power Co. at least until 1962. Between 1962 
and 1965, some additional capacity must be added, and such addition might well 
be one of the projects license applications for which are being dismissed herein 
for reasons heretofore stated. 
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In closing the discussion respecting the Brownlee project, it should be noted 
that the choice of Brownlee as the project which should first be undertaken by 
idaho Power Co. was not because it would be the largest of the 3, but primarily 
because it is the only 1 of the 3 proposed projects which would provide any 
flood control and navigation benefits. It is evident from the staff’s brief that the 
recommended order of construction contained therein was based largely upon 
the fact that Brownlee would provide needed flood control storage and navigation 
benefits and that it would be in the public interest to first schedule the project 


which provides the greatest public benefits in addition to power benefits at the 
earliest date. 


FINDINGS AND CONCLUSIONS 


The findings proposed by the parties and by the staff in this matter, while of 
inestimable value to the examiner in the preparation of this report, were not 
deemed to be usable in the same form as submitted, even though the report is in 
substantial agreement with many of them. For this reason, few if any of the 
findings proposed have been adopted in haec verba. 

Findings of fact and conclusions of law relative to the proposal of the applicant, 
as expressed in its filed applications, in addition to or supplemental to those 
heretofore expressed, are as follows: 


The three-dam plan 


(1) The applications in this matter relate to a three-dam plan for develop- 
ment of the middle reach of the main stem of the Snake River. The applicant 
has no intention or plan to develop the middle reach of the Snake River in any 
way other than that described in its applications on file with the Commission and 
open to public inspection, so the Commission’s determination primarily must be 
made upon the applications as filed and as supported in the public hearing in 
this matter. 

(2) The three projects as proposed by the applicant would utilize the head 
and the stream flow satisfactorily. 

(3) The three projects as proposed by the applicant would occupy lands of 
the United States. 

(4) The Snake River from its junction with the Columbia up to at least the 
mouth of Henry’s Fork (mile 837.4) is a navigable water of the United States. 

(5) The three projects proposed by the applicant would be located in and 
along a navigable water of the United States. 

(6) The Brownlee project, at mile 284.6, the uppermost of the three projects 
and the only one having storage of any consequence, would affect the interests of 
interstate or foreign commerce by affecting the downstream navigable capacity 
of the Snake River. 

(7) Section 23 (b) of the Federal Power Act prohibits the construction of any 
water power project in the Middle Snake by any person, State, or municipality 
without a license granted pursuant to the Federal Power Act. 

(8) The plans submitted with the applications for the three dams would 
provide for the construction of safe and adequate structures. 

(9) The Brownlee project would provide important flood-control storage and 
could be so operated to provide appreciable navigation benefits. The other two 
projects, being run-of-river plants, would provide no flood control or navigation 
benefits. 

(10) Applicant has proposed to provide recreation facilities at each of the 
three proposed projects, and the recreational benefits so conferred would be 
important to the public. 

(11) The cost of construction of the three projects as developed by the record 
of the public hearing in this matter, including interest during construction and 
an allowance of $5 million for fish protective devices, is $191,328,000 (exhibit 
359). 

(12) The cost of the construction of the Brownlee project alone, with interest 


during construction and an allowance of $5 million for fish protective devices, 
is $95,433,000 (exhibit 359). 
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(18) The planned initial installed generating capacity of each of the three 
projects and their turbine capacity is as follows: 




















Generating Turbine 
capacity, capacity, 
horsepower | horsepower 


a all cl ialneprhaidinbers 483, 300 556, 000 
to neu aieibra sap eheernaG tagSegbupeenseinetun 202, 500 232, 000 
pO Se eee eneeeet sicllos Sahel scdeecbuctabhaacebddauccocdavisben 364, 750 420, 000 


(14) The initial powerplant capacities as proposed by the applicant for the 
three projects is as follows: 





| 
Installed Maximum 
capacity, peaking 
kilowatts capacity, 
kilowatts 
















CTE Tene eee en ee een nn Lest awenaeauibiecseee circa eek 360, 400 414, 400 
I ee a ancblie abi dacese seewethun abetanddwebseese 151, 000 173, 600 
I os ke sdn cheeepwwebes 272, 000 312, 800 









(15) The at-site energy that would be credited to the Brownlee, Oxbow, and 
Helis Cauyon projects operated in coordination with the existing sources of 
supply in the area (as proposed by the applicant) would be about 505,000 kilo- 
watts of primary energy plus 52,000 average kilowatts of secondary energy. 

(16) The at-site energy that would be credited to the Brownlee project operated 
in coordination with the Northwest Power Pool would be about 221,000 average 
kilowatts of primary energy plus 9,000 average kilowatts of secondary energy. 

(17) The peak load requirements of the Idaho Power Co. system have been 
increased at an average anuual rate of about 24,600 kilowatts during the 10-year 
period 1943 through 1952. 

(18) If the entire output of the three projects were usable on the Idaho Power 
Co. system as soon as this power could be made available, the annual cost of such 
hydroelectric power would be lower than the annual cost of obtaining equivalent 
power from the output of a modern steam-electric plant. 

(19) The future peak load of the applicant’s system has been forecast as 
increasing at an average annual rate of about 30,350 kilowatts. 

(20) The total installed generating capacity of 783,400 kilowatts that would 
be provided by the three projects under consideration could not be fully utilized 
in the applicant’s own system until at least the year 1975. 

(21) That part of the capacity and energy which would not be absorbed by the 
applicant’s system when available, would have to be sold to other utility systems 
(within transmission distance) in the region in order to make the projects 
financially feasible. 

(22) The part of the capacity and energy not usable on the applicant’s system 
would have to be sold to other utility systems at rates which would produce reve- 
nues which would be equal to the annual cost of this power including transmis- / 
sion cost. 

(23) The record in this matter contains no information of any consequence 
which would lead a reasonable person to believe that there are any utility sys- 

' tems in the Northwest within transmission distance of the Idaho Power Co. sys- 
i tem which would be willing to contract for the excess capacity available at rates 
which would produce revenues equal to or in excess of the cost of the production 
of such power. 

(24) Since the financial feasibility of any project depends entirely upon the / 
marketability of the output of such project, reliable evidence that a market for 
H the output actually exists or can be found must be presented before a license is 
I issued or a project commenced. 

(25) Under the conservative estimates of the cost of the 3 projects applied 
for as estimated and analyzed by the technical staff of the Commission, the at- 
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market cost of the power to be produced by the 3 projects would be about 6.69 
mills per kilowatt-hour. 

(26) While the 6.69 mills per kilowatt-hour cost is substantially below the 
8.71 mills per kilowatt-hour cost of privately developed steam-electric power, 
this 6.69-mill cost is above the value of power in the Northwest which value 
represents a market value that it is expected may be reached sometime in the 
future. 

(27) The prospects, as reflected in this record, for the sale in the Northwest 
of the large amounts of excess power that would be available from the three 
projects at rates which would equal the cost of the power are so feeble as to be 
worthy of no consideration. 

(28) The estimated annual at-market cost of the power output of the 3 
projects, including the annual cost of fish protective facilities, is $27,921,000. 

(29) The annual revenues which may be expected from the sale of the power 
output of the three projects will vary from year to year, but may not be 
expected to equal the annual cost of the projects until such time as the entire 
output is marketable in the Idaho Power service area. 

(30) An abstract valuation of the output of the three projects which has 
no relationship to actual expected revenue must be disregarded in the deter- 
mination of whether or not the projects will be economically feasible for pri- 
vate construction. 

(31) At the present time and until the year 1975, the economical feasibility 
of the three-project development is extremely doubtful. 

(32) The Brownlee project output is largely usable by the applicant on 
its own system within a foreseeable time and the Brownlee project would be 
economically feasible since the annual cost of the Brownlee project would be 
lower than the annual cost of obtaining equivalent power from a modern 
steam-electric plant. There are no other undeveloped hydroelectric sites avail- 
able to the Idaho Power Co., except possibly the partially developed Oxbow 
project and the low Hells Canyon project which would produce power at 
a lower unit cost than the Brownlee project. 

(33) While either the Oxbow or low Hells Canyon projects would probably 
produce power at a lower unit cost than the Brownlee project, neither should 
be developed prior to Brownlee because neither would provide flood control 
or navigation benefits and therefore would not, as initial developments, be 
best adapted to a comprehensive plan for the beneficial public uses set forth 
in section 10 (a) of the act. 

(84) The unit cost of the output of the Brownlee project is about 7.6 mills 
per kilowatt-hour as compared to a unit cost of 6.69 mills for the output 
of the 3 projects if the 3 projects were all built within the same construction 
period. 

(35) Since the Brownlee project would block the movement of undetermined 
numbers of anadromous food and game fish, no license should be issued for 
this project which does not require such protective facilities as may be re- 
quired pursuant to the provisions of section 18 of the Federal Power Act. 

(36) Since the Brownlee project would be expected to affect to some extent 
the habitat of the wildlife of the area, no license should be issued for such 
project which does not require that the applicant take such steps as may 
be practical to alleviate the adverse effects, if any, upon the regional wildlife 
brought about by the construction and operation of the project. 

(37) Such archeological investigations as may be necessary to preserve and 
protect these values should be required as a prerequisite to construction of the 
Brownlee project. 

(38) The operation of the Brownlee project should be coordinated with 
the Northwest power pool, but since Idaho Power Co. is now a participating 
member of the pool and its existing system is now operated in coordination 
with the pool, it would seem unnecessary to include in the license any pro- 
vision which would appear to require such coordination, without specifying 
any detail as to how such requirement could be met. 

(39) The applicant is a corporation organized under the laws of the State of 
Maine, qualified to and is doing business in and under the laws of the States 
of Idaho, Oregon, and Nevada, and has submitted satisfactory evidence of 
compliance with all applicable State laws insofar as necessary to effect the 
purposes of a license for the Brownlee project. 

(40) Under section 27 of the Federal Power Act, the act and license au- 
thority derived by virtue of its provisions cannot affect or in any way interfere 
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with the laws of the respective States relating to the control, appropriation, 
use or distribution of water used in irrigation or any vested right acquired 
therein. Any provision of the license to be issued in this matter which would 
seek to prohibit the licensee from interfering with future depletions of the 
Snake River or with future upstream diversion would relate to subject matter 
which is not within the scope of the Commission’s authority as set forth in the 
Federal Power Act. 

(41) No conflicting application for the Brownlee site is before the Com- 
mission. Public notice has been given as required by the act. 

(42) The Brownlee project will not use any Government navigation dam, 
nor will the issuance of a license therefor as hereinafter provided affect the | 
1 development of any water resources for public purposes which should be under- 
; taken by the United States. 

(48) The issuance of a license for the Brownlee project as hereinafter pro- 
vided will not interfere or be inconsistent with the purposes for which any public 
lands have been withdrawn. 

(44) The record in this matter demonstrates that the proposed Brownlee 
project is best adapted to a comprehensive plan for improving or developing 
a waterway or waterways for the use or benefit of interstate or foreign com- 
merce, for the improvement and utilization of water power development and for 
other beneficial public uses including recreational purposes. 

(45) The record in this matter demonstrates that the proposed Oxbow and 
. Hells Canyon projects as proposed by the applicant for construction within a 
fixed period in the future are not best adapted to a comprehensive plan for the 
' improvement and utilization of waterpawer development inasmuch as there is 
i no foreseeable market for the power from these projects at a rate at which it 
| would have to be sold. 
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(46) The three proposed projects, while planned as a single development, need 
not be authorized at one time by a single license. Under section 13 that part 
of the ultimate development for which there is a market may be developed, and 
the remainder postponed until a market is available to justify the balance of 
; the development. 

(47) Section 13 of the act contemplates that construction of a project shall 
commence within 2 years from the date of a license, and that this period may 
, not, for any reason, be extended for more than an additional 2-year period. 
ih (48) To call completely separable power developments “units” of a single 
i project in order that a license may be issued for all of the projects at once and 
i the construction period of one of such separate power projects could actually 
iF begin at some time after the 4-year period specified in the statute would be a 
violation of section 13 of the Federal Power Act. 

} (49) Section 13 of the Federal Power Act contemplates that no licensee would 

f be permitted to hold water resources without development for an extended 
period, so that other citizens would have no opportunity to develop such potential 
power sites on streams over which Congress has jurisdiction. 

(50) The installed capacity of the Brownlee project hereinafter authorized 
for the purpose of computing the capacity component of the administrative 
annual charge is 556,000 horsepower. 

(51) The amount of annual charges to be paid under the license for the pur- 
pose of reimbursing the United States for the costs of administration of part 
I of the act is reasonable as fixed and specified in the accompanying order. 

(52) In accordance with section 10 (d) of the act, the rate of return upon the 
net investment in the proposed project, and the proportion of surplus earnings 

j to be paid into and held in amortization reserves are reasonable as specified in 
the accompanying order. 

(53) The applicant should file revised exhibits F, K, and L as provided in the 
accompanying order. 

(54) The amount of annual charges for the use, occupancy and enjoyments 
of lands of the United States to be occupied by the proposed project, including 
transmission line right-of-way, shall be hereafter fixed and specified by the Com- 
mission. 

(55) The following described exhibit J drawings and exhibit M, filed as parts 
of the application for license for project No. 2133, conform to the Commission’s 
rules and regulations and should be approved as part of the license for the 
Brownlee project; exhibit J (FPC No. 2133-1), Brownlee H. E. development, 
general map; exhibit M, general description and specifications of equipment for 
project No. 2133 (one exhibit). 
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(56) Determination of the question of what transmission lines and appurtenant 
facilities shall be included in the license as a part of the project must be de- 
ferred until further information becomes available as to the way in which this 
project will be connected to the applicant’s system and the northwest system. 
When this information becomes available, it should be furnished to the Com- 
mission by the licensee, and a preliminary staff determination made which, if 
not acceptable to the licensee, should be made the subject of determination by 
the Commission after notice and opportunity for hearing. 

(57) A plan of development, designated as the two-plan, has never been pro- 
posed to be undertaken by applicant or by any other private or public body, and 
there is insufficient evidence in the record to warrant its consideration either for 
private construction or for construction by the United States. 

(58) The high-dam project, heretofore recommended by the Department of the 
Interior and supported by the Department of the Army, is urged by some of the 
interveners for Federal construction, financing, and operation; the three-dam 
plan is proposed by the applicant for private construction, financing, and 
operation. 

(59) The three-dam plan has never been proposed by any Federal agency for 
Federal development nor has any nongovernmental agency proposed the develop- 
ment of the high-dam project. 

(60) The Columbia River Basin is an interstate, international basin, and the 
Snake River is the largest tributary of the Columbia River. 

(61) The comprehensive plan for development of the Columbia River and its 
tributaries for flood control, navigation, power production, irrigation, recreation, 
and other purposes is embodied in the “808 review report” of the Corps of Engi- 
neers, Department of the Army (H. Doc. 531, 81st Cong., 2d sess.), and the 1947 
Columbia River Basin report of the Department of the Interior (S. Doc. 473, 
Sist Cong., 2d sess.). These reports were brought into accord by the April 11, 
1949, agreement between the Secretaries of the Army and Interior (H. Doc. 473, 
vol. 2, pref., pp. 23-32) and the aforementioned reports were officially noticed 
for the purpose of this proceeding. 

(62) If the comprehensive plan were carried out to its fullest extent, it would 
develop approximately 125 million acre-feet of storage for flood control and river 
regulation, about 32 million kilowatts of firm power, some 500 miles of uninter- 
rupted inland navigation, a total of about 8 million acres of irrigated land. 
Fishery resources would be protected ; mineral and other resources development 
would be forwarded. However, no detailed analysis for economic determina- 
tion of the ultimate plan has been made. The plan has heretofore been charac- 
terized by this Commission as “a desirable and coordinated basic framework 
for the comprehensive development and utilization of the water resources of the 
Columbia River.” 

(63) The review report of the Army engineers summarized studies of the 
present and anticipated future needs of all the various parts of the basin for 
flood control, power, irrigation, recreation, and other water-use purposes, and 
embodied consideration of relative needs of various parts of the basin, desires of 
local and State interests, and the importance of various water-use functions. 
It recommended a plan of development which was coordinated to meet the needs 
of the basin, to the extent economically justifiable, for a number of years to 
come, as regards flood control, power, navigation, and irrigation, and indicated in 
more general terms how further needs might be fulfilled at a later date, con- 
sistent with present development. 

(64) The core of the comprehensive plan is the so-called main control plan. 

(65) The main control plan consists of a series of large multiple-purpose res- 
ervoir projects to be operated as a coordinated system which, in conjunction 
with lower Columbia River levees, will control main-river floods, improve inland 
navigation, and furnish a large part of the power requirements of the region. 
Power considerations were the most important in the economics of project 
selection. 

(66) The main control plan includes the Hells Canyon project, which is called 
the high-dam project for purposes of this proceeding. 

(67) More than $1 billion of Federal funds have been invested in projects of 
the main control plan existing or under construction. 

(68) The existing projects of the main control plan, together with the regional 
Northwest transmission grid, constitute an electrically and hydraulically inte- 
grated Federal power system. 
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(69) The main control plan is designed to achieve approximately 27 million 
acre-feet of storage for flood control plan, approximately 12 million kilo- 
watts of installed generating capacity, practically the entire 500-mile inland 
navigation route, and extensive irrigation, recreation, and other public benefits. 

(70) Approximately 7 million acre-feet or about one-fourth of the flood-control 
goal of the main control plan has been achieved. The projects existing and 
under construction, as of 1954, will provide about one-half of the power objective 
of the main control plan. 

(71) Well-placed upstream storage is an essential element of the main-control 
plan and the comprehensive plan. 

(72) The high-dam project was planned as a key upstream storage project in 
the main-control plan; it would contribute appreciably to the objective of the 
main-control plan. 

(73) The high-dam project is the farthest upstream and the only storage proj- 
ect in a chain of 6 projects in the main-control plan for developing the Columbia- 
Snake Waterway; the 5 downstream plants (John Day and the 4 lower Snake 
projects) have been authorized by the Congress. 

(74) The high-dam project power facilities would be interconnected with the 
regional transmission grid and integrated with the Federal Columbia River 
power system. The high-dam project or any other storage project in the middle 
Snake could be so interconnected as to take advantage of the diversity of flow 
between the Columbia and the Snake, thus making full power use of the water 
resources. 

(75) The high-dam project would contribute about 12 percent of the flood- 
control objective still to be realized under the main-control plan. 

(76) The high-dam project together with the existing and authorized down- 
stream plans on the Columbia and lower Snake would complete—except for chan- 
nel improvements—the development of the 500-mile inland water transportation 
route. 

(77) The economic feasibility of the authorized but unbuilt plants in the 
main-control plan especially the four lower Snake plants, is dependent upon 
storage development in the middle Snake. 

(78) Irrigation of large acreages in the Snake subbasin is unlikely in the fore- 
seeable future without financial assistance from some source. The high-dam 
project or any other federally built and federally financed development could pro- 
vide such financial assistance. 

(79) The three-dam scheme was planned, designed, and engineered primarily to 
meet the present and future power needs of the area. Applicant is under an obli- 
gation to serve. 

(80) The three-dam scheme, if built, in whole or in part, would occupy the 
reservoir area of the high-dam project and would preclude its construction, except 
at prohibitive cost. 

(81) Unless construction of new generating facilities in the Pacific Northwest 
is started soon, the region will be unable to meet its firm loads by about 1960; 
the region is already short of low-cost power for potential new electro-process 
loads. 

(82) The high-dam project would contribute substantially to alleviating the 
regional power shortage and at the same time would meet power needs in the 
applicant’s service area, if such power were made available to the applicant at 
attractive rates and with some assurance of necessary continuity. 

(83) Present marketing policies in the Northwest, including as they do prefer- 
ence provisions for public bodies and cooperatives, render publicly developed power 
a somewhat less dependable source of long-term supply from the standpoint of 
the private power companies in the region, as compared to a supply from genera- 
tion facilities installed and owned by such companies. 

(84) Applicant’s three-dam plan would materially alleviate the power shortage 
in the area served by the applicant and, to the extent that it would strengthen the 
east group of the Northwest power pool, would be of material benefit to the 
region. 

(85) Applicant has investigated alternative sources of supply of power to sup- 
ply normal growth needs of its service areas and has satisfied itself that projects 
in the three-dam scheme would supply needed power at a lower annual cost than 
any alternative source available at the present time. An applicant is under no 
burden to prove that other sites could be developed so as to supply power at a 
lower annual cost than the site covered by its application, so long as the site it 
proposes to develop will produce power at an annual cost lower than its worth. 
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(86) The high-dam project has widespread public support, particularly in the 
Pacific Northwest. However, an appreciable segment of the public in the North- 
west and throughout the United States is opposed to Government participation in 
any activities which investor-owned corporations are willing and able to carry 
on under governmental regulation which will protect the public interest ade- 
quately. 

(87) Various Members of Congress have demonstrated and continue to demon- 
strate interest in Federal development of the high-dam project ; however, despite 
the introduction on a number of sessions of the Congress of legislation which 
would authorize the construction of the high-dam project, Congress has not, as 
yet, seen fit to authorize such construction. 

(88) Flood control is a major objective of the main control plan and either 
the 3.88 million acre-feet of usable storage capacity claimed for the high dam 
project by its proponents or the 2.3 million acre-feet effective storage assigned 
to the high dam project by the Army engineers would contribute substantially 
to this objective. 

(89) The applicant’s 3-dam plan would provide 1 million acre-feet of usable 
storage capacity and such storage capacity would contribute substantially to 
the objectives of the main control plan. 

(90) The Corps of Engineers currently estimate the value of storage in the 
Middle Snake River to be in the order of $1 per acre-foot of effective storage. 
Hence, effective storage of the high dam project would have a value of $2,300,- 
000, as compared with $1 million for the 3-dam plan. 

(91) The annual flood-control benefits which could be conferred by either 
the three-dam plan or the high dam project plan are so small in relation to the 
power benefits of either plan as to be virtually insignificant from a dollar 
standpoint. 

(92) Selection of the 3-dam plan instead of the 1-dam plan would provide 
less flood control storage in the Middle Snake River. The Corps of Engineers, 
charged with responsibility for flood-control planning in the Northwest has not 
recommended that the 3-dam plan be rejected for this reason but has shown that 
the difference in flood-control storage between the 2 plans may be achieved suc- 
cessfully in other parts of the basin and that part of the main-control plan here- 
tofore assigned to the high-dam project thereby achieved. 

(93) Because suitable alternatives may be found, the applicant’s three-dam 
plan is reconcilable with the flood-control objectives of the main-control plan and 
the comprehensive plan. 

(94) An inland navigation route of about 500 miles from the mouth of the 
Columbia to Lime Point, Idaho, is a major objective of the main-control plan. 

(95) As an integral part of the main-control plan, the high-dam project would 
contribute to this objective by providing water releases essential to power gener- 
ation and, hence, affect the economic feasibility of authorized downstream proj- 
ects (John Day and the four lower Snake dams) whose pools would form parts 
of the proposed slack-water route on the Columbia and lower Snake Rivers. 
Storage on the Clearwater, and other storage in the middle Snake plus Brownlee 
is just as effective as the high-dam project in producing downstream benefits of 
those projects. 

(96) The high-dam project would also provide releases to help maintain mini- 
mum flows of 13,000 cubic feet per second at Lime Point for open-river barge 
navigation between Lewiston and Lime Point, a distance of about 30 miles. 

(97) The high-dam project would also provide releases to reduce the need for 
channel dredging for deep-draft navigation on the lower Columbia below Bonne- 
ville. 

(98) The reservoir pool of the high-dam project which would extend about 
93 miles through the canyon, would afford access and low-cost transportation 
for the development of now relatively inaccessible mineral resources in the 
canyon area. 

(99) Applicant’s proposed Brownlee pool would be about 39 miles shorter 
than the high-dam pool, and (if subject to wider and more frequent fluctuations) 
would be a less effective transportation medium insofar as navigation on the 
pool is concerned and would contribute little to the development of mineral 
resources in the canyon. 

(100) The Corps of Engineers has heretofore estimated annual navigation 
benefits of the high-dam pool at $75,000. 

(101) The Corps of Engineers has assigned no navigation benefits to the 
Brownlee pool of the three-dam plan. 
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(102) The dollar benefits to be derived from navigation on either the high- 
dam pool or the Brownlee pool are so small in relation to the other benefits of 
either plan as to be without any practical significance. 

(103) The three-dam plan would provide releases for barge navigation be- 
tween Lewiston and Lime Point, and thus is fully in harmony with the naviga- 
tion objectives of the main-control plan and the comprehensive plan. There 
has never been any assurance given that the high-dam project would be operated 
as to confer the same benefits, and there is some evidence to the effect that 
navigation releases would be almost completely subordinated to power operations 
of the high dam. 

(104) Neither the high-dam project nor the applicant’s three-dam plan would 
phyically supply water for irrigation. 

(105) Federal development of the high-dam project could provide power 
revenues to help finance proposed irrigation works in the Snake Subbasin, but 
Federal development of any project could similarly provide revenues which 
could be used in whatever fashion Congress would direct by statute. 

(106) Applicant’s three-dam plan would provide no direct financial assistance 
to irrigation development. However, by providing a new source of power for 
irrigation pumping, the three-dam plan could be regarded as providing important 
assistance to irrigation development. 

(107) Under Federal reclamation laws, Congress has, at times, applied power 
revenues from Federal projects to help finance irrigation development in the 
same drainage area. 

(108) Bills to authorize Federal construction of the high-dam project have 
invariably proposed use of power revenues to help finance irrigation of the 
Payette unit of the Mountain Home division. 

(109) The high-dam project is the only project of the main-control plan that 
lies in the middle Snake drainage area, and, in the view of some of its pro- 
ponents, is the only likely source of power revenues for irrigation development 
in the area. 

(110) The high-dam project could develop the unique recreational potential 
of the Hells Canyon reach of the Snake River into an outstanding national 
recreation area. 

(111) The cost of construction for the recreation facilities which have been 
proposed in conjunction with the high-dam project has been estimated by the 
National Park Service as being approximately $1 million. 

(112) The Idaho Power Co. estimates it would spend approximately $100,000 
in a recreational improvement program in connection with its three-dam plan, 
an amount which is intended to provide facilities for visitors comparable to such 
facilities at other of its powerplants and in the industry generally. 

(113) The National Park Service estimates that the high-dam project with 
its access roads, facilities, and structures, would attract from 500,000 to 650,000 
visitors a year, while applicant’s developments would attract about half as 
many. 

(114) Federal recreational developments and the recreational facilities at 
privately financed power installations may not be compared rationally, since the 
theories applicable to governmental development and to private development of 
such facilities have little in common. For this reason, any dollar comparison 
neon the two proposals respecting either costs or benefits would be meaning- 

ess, 

(115) Only preliminary studies of the effects on fish and wildlife of any of the 
proposals for development of the middle Snake have been made. 

(116) With ample allowance for all foreseeable upstream irrigation water 
uses, a dependable water supply can reasonably be expected for the efficient 
and economic operation of the high-dam project during its payout period. 

(117) As a fully integrated part of the existing Federal northwest power 
system, the high-dam project would be operated to produce maximum system 
prime power and salable firm power. 

(118) The Corps of Army Engineers, the Bureau of Reclamation, and Bon- 
neville Power Administration have customarily used an incremental method of 
appraising the prime power contribution of projects proposed for addition to 
the Federal northwest power system. Variations of this method have been used 
in appraising the prime power contribution of the high-dam project. 

(119) The incremental method as used by Federal plonning agencies appears 
to be a suitable method of appraisal of projects to be added to a Federal system 
over a period of years. 
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(120) The “averaging method” or the “modified incremental method” is not 
generally used for planning purposes. This method, like most other methods of 
evaluation, is subject to the difficulties inherent in forecasting system conditions 
over a 50-year period. This method, however, has some usefulness in appraising 
the contributions of proposed projects. 

(121) Under an arithmetical average of the results obtained by several expert 
witnesses who used an incremental method, the high-dam project would con- 
tribute approximately 924 megawatts of prime power to the Federal system 
or about 1,200 megawatts of salable firm power at 75 percent load factor over 
the payout period of the high-dam project. 

(122) Under the averaging method, according to the range of estimates in the 
record, the average prime power contribution of the high dam project would be 
911 megawatts over the 50-year payout period. 

(123) The Commission staff brief summarizes all the evidence of record as to 
the potential prime power creditable to the high dam project and the three-dam 
plan. It does not, however, contain a recommendation as to which estimate is 
most acceptable for each plan. 

(124) Sensible comparisons of the power contributions of the high dam proj- 
ect integrated with the Federal system and the power contributions of the three- 
dam plan coordinated with the Federal system are not possible, since “integra- 
tion” and “coordination” connote entirely different operations and thus must 
be expected to produce entirely different results. 

(125) The Bonneville Power Administration has credited the high dam project 
with the full downstream power output attributable to its storage releases. The 
Corps of Kngineers, in House Document 531, credited one-half of the benefit at- 
tributable to the storage releases from the high dam project to the author- 
ized lower Snake River plants and one-half to the high dam project. 

(126) Since one of the primary purposes of water storage in the Hells Can- 
yon reach of the Snake River Basin is to improve the ability of downstream 
plants to generate power, it would be unrealistic not to credit the upstream 
storage project with improved generation at downstream plants, and there is no 
proposal in the Commission staff’s brief to disregard such downstream benefits. 

(127) The Commission staff’s brief (table 3) shows an economic comparison of 
the alternative plans of development for the Hells Canyon reach of the Snake 
River based on the assumptions that 60 percent of downstream firm energy would 
be credited to such projects and that all the cost of supporting secondary energy 
would be assigned to the Hells Canyon reach projects. It also shows (tables 4 
and 5) a similar comparison based on allocating the cost of secondary energy to 
at-site projectg in accordance to the amount of downstream firm energy assigned 
to projects in the Hells Canyon reach of Snake River. There is, however, no pro- 
posal in the staff brief which adopts or accepts either of these analyses. 

(128) If secondary energy is available in the Federal Northwest system less 
than 80 percent of the time, and is not salable, such surplus secondary energy as 
is used during refilling seasons to firm up the prime power output of Federal 
storage projects should not be charged against the prime output of such projects. 

(129) The secondary energy needed for the firming-up of the high dam project 
output is not available 80 percent of the time, so no charge against the high 
dam project should be made for the use of such secondary power. 

(130) The staff of the Commission has taken no position in its brief on the 
question of whether or not it is proper to debit the prime power output of the 
high dam project by the amount of surplus secondary energy required to support 
its firm output. 

(131) Bonneville Power Administration customarily uses salable firm power 
as the measure of that at-market system power contribution of the high dam 
project and of other projects in the main control plan. 

(132) In these proceedings the staff of the Commission has made no recom- 
mendation as to whether it is proper to measure the at-market contribution of 
the high dam project in terms of prime power or in terms of dependable capacity 
plus a firm energy component, taking into account the matter of secondary 
energy. 

(1383) The Corps of Engineers, the Bonneville Power Administration, and the 
Federal Power Commission, have evaluated the power output of the high dam 
project and other main control projects by comparing the cost thereof with the 
composite cost of alternative sources of supply and the amount that heavy in- 
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dustry could afford to pay for power. This is a theoretical value and is not an 
indication of the rates at which Federal power would be sold. 

(134) In these proceedings the staff of the Commission proposes that the 
high dam project output be evaluated by comparing the cost thereof with a 
value table presented by Witness Wing which conforms to the value described 
in (183) above. 

(135) Some of the expert witnesses believed that the present regional hydro 
system will change over to a steam-hydro system at some point during the 50- 
year payout period of the high dam project. This conclusion was based upon 
the assumption that regional requirements will grow steadily and the further pre- 
diction that all of the available low cost hydro sites will have been utilized 
before the end of the high dam project payout period. It would be presumptuous 
to attempt to refine such predictions to the point of fixing dates for such events 
and to conjure up the economic effects upon constructed projects in the North- 
west system, and none of the expert witnesses attempted to do so. 

(136) The high dam project is feasible from an engineering standpoint. 

(137) The standards of design and construction for the high dam project would 
be essentially the same regardless of whether it was designed and constructed by 
engineers employed by a Government agency or engineers employed by a non- 
governmental agency. A tendency toward inflexibility of Government planning 
to be revised to meet actual construction conditions encountered during the 
building of Government projects has been observed, and this is due to the fact 
that within the Federal planning staffs a more elaborate system of checks and 
balances is employed. This inflexibility tends to increase the capital costs of 
Federal developments. 

138) The transmission facilities proposed for the high dam project appear to 
be adequate for a fully integrated operation with the Federal northwest system 
including flows of power to and from the project area. 

(139) The transmission facilities proposed for the three-dam plan are not 
designed for a fully integrated operation with the Federal northwest power 
system and there has never been any proposal or suggestion that the applicant 
would engage in such an integrated operation. 

(140) In its applications, Idaho Power Co. has proposed interconnection with 
the Federal northwest power system for the purpose of coordinating its operation 
of the three projects with the northwest power pool. Such interconnection and 
coordination would be expected to be beneficial to the applicant and to the pool, 
and all of the power output analyses used in this proceeding have been based upon 
such coordinated operation. 

(141) The capital cost estimated by the Bureau of Reclamation for the high 
dam project (exclusive of fish facilities) is $383,570,000, based on January 1952 
prices. Since this estimate approximates the estimate furnished to the Congress 
by the Bureau in connection with proposed legislation, there is no basis for assum- 
ing that it was either “on the high side” or ‘‘on the low side.” 

(142) The cost of transmission facilities is estimated by the Bonneville Power 
Administration for the high dam project in the amount of $76.9 million and there 
is no scientific basis in the record for any assumption as to accuracy or lack 
of accuracy. 

(143) The total capital cost (exclusive of fish facilities) estimated by the 
Bureau and the Bonneville Power Administration for the high dam project is 
$460.47 million. There is no comparable figure in this record for the three-dam 
plan. 

(144) The record affords no reasonable basis for consideration of the high dam 
project as a privately financed and constructed project or the three-dam plan as 
proposed by the applicant as a federally financed and constructed project. 

(145) A comparison of the 2 plans on the basis of Federal financing of each 
serves no useful purpose except for the determination of whether the 3 dams 
are superior to the high dam and whether they should be recommended for 
Federal development under section 7 (b) of the Federal Power Act. 

(146) No useful purpose would be achieved by comparison of capital cost esti- 
mates of the federally designed high dam project proposed for Federal construc- 
tion and the capital cost estimates of the three-dam plan under private 
construction. 

(147) The annual cost at-market for the power output of the high dam project 
would be $28,567,000. 

(148) For the high dam project the unit cost per kilowatt of salable firm power 
would be approximately $23.80 (see findings (121) and (147)), and according 
to the record, this cost would not result in affecting the current Bonneville rate 
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of $17.50, since all revenues and costs of the project would be pooled with the 
revenues and costs of the existing Bonneville Power Administration system. 

(149) Comparing the unit cost of federally produced power marketed on the 
Federal system with privately produced power intended primarily for marketing 
in a service area served by a private utility would produce misleading and 
deceptive results which would be on no value in objectively appraising the merits 
of the two proposals. 

(150) The benefit-to-cost ratio of the high dam project would be about 1.83 to 1. 

(151) The benefit-to-cost ratio of the 3-dam plan under theoretical Federal 
construction would be about 2.5 to 1 (see findings (145) and (146) ). 

(152) Results of a comparison of the high dam project and the three-dam 
plan on the basis of the cost of the increment added by the former as compared 
to the latter is deceptive and misleading unless both plans are considered with 
the same elements of annual cost and on the basis of the same power values. 
Even when such factors are utilized the result is of questionable value inasmuch 
as it contemplates the possibility of a choice between the two plans by the same 
construction agency and there has been no suggestion in this record that such a 
choice has ever been given any serious consideration. 

(153) If the assumption were made of financing, construction, and operation 
of either the high dam or the 3-dam plan by the Federal Government, the high 
dam project in the 1-dam plan would make possible the production of the maxi- 
mum amount of economical power and, according to the comparison made by the 
staff, the value of the power increment which would be provided by the 1-dam 
plan over the 3-dam plan would be greater than its cost. (Cf. staff proposed 
finding No. 20.) 

(154) A Federal project is economically justified if (1) the project benefits 
exceed the project costs, (2) each separable segment or purpose provides bene- 
fits at least equal to its costs, (3) the scale of development is such as to provide 
the maximum net benefits, and (4) there is no more economical means of ac- 
complishing the same purpose. This is the doctrine expressed in the report of 
the Subcommittee on Benefits and Costs on Proposed Practices for Economic 
Analysis of River Basin Projects. The test of economic feasibility of a project 
from a private construction standpoint applies to the salable product of such 
development and the actual revenue which may be reasonably expected from 
such development, since no revenue is derived by the private developer from 
nonpower benefits conferred. 

(155) The high dam project apparently would pay out its reimbursable costs 
with interest within a 50-year period, i. e., amortization of the Federal invest- 
ment allocated to power, together with costs of operation and maintenance. 

(156) The financial and economic feasibility of applicant’s three-dam plan is 
contingent upon revenues from its power output. 

(157) About 60 percent of the national phosphate rock deposits are located, 
largely on Federal lands, in and around southeastern Idaho; there appears to be 
a growing regional and national need for high concentrate phosphate fertilizer. 

(158) Greater utilization of these phosphate resources, of which a large part 
are furnace grade, might be fostered by an abundant supply of electric power at 
about the prevailing Federal wholesale rate. 

(159) The high dam project by providing power at low rates, might be ex- 
pected to stimulate large-scale development of the phosphate resources and 
large-scale expansion of fertilizer production. 

(160) The three-dam plan would stimulate less phosphate development and 
less fertilizer production than the high dam project. 

(161) Electroprocess industries have contributed much to the increased in- 
dustrialization of the Pacific Northwest and, apparently, constitute much of the 
region’s future industrial potential. 

(162) The high dam project, because of its high volume and low cost power 
output, might be expected to stimulate the expansion of electroprocess industries 
to a greater extent than the three-dam plan, including those which would utilize 
regional mineral resources. 

(163) The high dam project, just as any large new source of low cost power 
might be expected to do, would help the Snake subbasin by helping to: 

(a) Industrialize, diversify, and stabilize its still dominantly agricultural 
economy ; 

(b) Reduce its seasonal unemployment where such unemployment is at- 
tributable to lack of industrial labor requirements ; 

(ec) Foster individual initiative and private business and industrial enter- 
prise ; 

(d) Increase business and employment opportunities, broaden the tax 
base, and raise income levels and standards of living. 
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(164) The high dam project, just as any large new source of low-cost power 
might be expected to do, would stimulate throughout the Pacific Northwest: 

(a) Powerload development ; 

(bv) Greater utilization of power in industry, agriculture, commerce, com- 
munity, and service activities ; 

(c) New business and employment opportunities ; 

(ad) Expansion of production and productivity ; 

(e) Development of minerals and other materials important to the re- 
gional and national economy, and to national security ; 

(f) Strengthening of the regional and national economy. 

(165) Because of completely different factors requiring different measurement, 
it is not possible to say that the three-dam plan is inferior to or superior to the 
high dam project or vice versa from an economic feasibility standpoint. 

(166) Development of the middle stretch of the Snake River either by the 
United States itself or by a licensee of the United States under the terms and 
conditions of a limited license, would: 

(a) Provide comprehensive multipurpose development and utilization of 
the water resources of the Middle Snake and advance the comprehensive plan 
for the Columbia River Basin; 

(b) Foster development of other resources in the Columbia River Basin 
including water resources the development of which by the United States 
itself has been authorized by Congress; 

(c) Contribute substantially to the economic growth of the region ; 

(d) Add importantly to the strength of the national economy and security. 

(167) If Federal development of the high dam project were carried out in 
accordance with provisions of the Bonneville Project Act (50 Stat. 732) it must 
be assumed that all of the public purposes set forth in that act would be served. 

(168) The three-dam plan of the applicant would not serve the public pur- 
poses and promote the public interest in the same way as the high dam project 
might under governmental auspices, but this is not to say that the applicant’s 
plan would not serve public purposes and promote the public interest. 

(169) Applicant’s three-dam plan would not impair the comprehensive plan 
for the Columbia Basin and would not result in permanent or temporary loss 
of any water resources. 

(170) Applicant’s three-dam plan would not render infeasible any water- 
resource developments by the United States which have been authorized by 
Congress. 

(171) Full economic utilization of the water resources of the Middle Snake 
for power generation, flood control, navigation, recreation, irrigation, and other 
purposes is a valid criterion of comprehensive multipurpose water-resources 
development; development of the full head or utilization of the full flow alone 
for power purposes is not. 

(172) No project proposed to supplant an economically feasible project in a 
comprehensive river-basin plan, if it would provide substantially lesser direct or 
total benefits than the project to be supplanted, can qualify as being best adapted 
to a comprehensive plan for improving a waterway or waterways, assuming 
both plans are ripe for proceeding, all financing, appropriation, authorization, 
or license authority or whatever preliminaries of this kind are necessary have 
been accomplished. 

(173) The applications for license in this matter, as amended, are presumed 
to comply with the Commission’s rules and regulations since they provide suffi- 
cient data for such understanding of the proposed projects as is necessary to 
apprise the parties to the proceeding of the plans and intentions of the applicant. 
Certain drawings and revisions of drawings customarily are supplied by a licensee 
after a license is issued. 

(174) Whatever deficiencies of the applications might be alleged have been 
cured by testimony of the applicant’s witnesses which testimony was fully sub- 
jected to cross-examination by all participating parties to the matter and by 
the staff. 

(175) Applicant has sustained its burden of proof with respect to the initial 
project of its three project development plan for the Middle Snake, and with 
respect to the overall desirability of its plan of ultimate development when 
a market for all of the power appears more certain. 

(176) Large power production, flood control, navigation, and recreation bene- 
fits, the possibility of financial assistance for irrigation or other public purposes, 
the utilization of phosphate resources on public lands and the stimulation of 
industries dependent upon low-cost power are public purposes which, in the 
aggregate, are factors to be taken into consideration in arriving at a judgment 
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as to whether or not a recommendation to Congress of Federal development of 
these particular water resources should be submitted under section 7 (b). 

(177) The likelihood or absence of likelihood of authorization of and appro- 
priation for development by the United States of particular water resources are 
factors which, with propriety, may be taken into consideration in arriving at 
a decision as to whether or not to recommend under section 7 (b) development 
of water resources by the United States itself. 

(178) Prompt development of water resources is one of the basic purposes of 
the Federal Power Act, and development by an otherwise qualified applicant 
may be delayed only when it is determined that substantial benefits would accrue 
to the Nation by reason of development by the United States rather than a 
licensee, and that if such recommendation were made to the Congress there is 
reasonable likelihood that such recommendation would be favorably received, 
and acted upon, within a foreseeable time. 

(179) Even assuming that substantial benefits would accrue to the people of 
the United States by Federal development of the Hells Canyon site on the 
Snake River, and that such benefits would exceed by a substantial amount those 
to be conferred by development under private auspices by a licensee, there is no 
reason to assume that if a recommendation of Federal development were to be 
made under Section 7 (b) by the Commission, that development of these water 
resources would be undertaken by the United States within a foreseeable time. 

(180) It was not contemplated that the Federal Power Commission should 
make recommendations to Congress under section 7 (b) when, in its judgment, 
the likelihood of the acceptance of those recommendations would be remote. 

(181) Complete lack of development of water resources may be, in some 
instances, more detrimental to the public interest than underdevelopment. This 
is so especially when a qualified applicant for a license would be required to 
construct higher cost steam-electric stations to serve the requirements of its 
service area in lieu of the undeveloped hydroelectric sites which would produce 
power at a lower cost than could a steam-electric station. 

(182) The facts in this record and the legislative history of the proposals for 
the high dam project (which is officially noticed) require the conclusion that 
a recommendation to the Congress under section 7 (b) in this case would be a 
completely useless act. 

(188) The proposal for a high dam project in the Middle Snake River has 
been before the Congress in a number of past sessions, and full reports have 
been submitted which contain all of the pertinent engineering facts relative to 
such proposal. No essentially new facts with respect to the high dam project 
have been adduced in this record which should be submitted to the Congress in 
the event a recommendation were made under section 7 (b). 

(184) Section 7 (b) was designed to provide a means of submitting informa- 
tion to the Congress that it would not otherwise have access to. Since the 
Congress has had access to all of the pertinent facts relative to the high dam 
proposal for a number of years and has held hearings on the various bills, it is 


evident that section 7 (b) is not applicable to the facts and circumstances 
involved herein. 


PART II. THE HIGH DAM PROJECT 


Genesis of the high dam 


We have heretofore dealt exclusively with the three-dam proposal contained in 
the applications of Idaho Power Co. This part will be concerned primarily with 
the principal alternative proposal to the three-dam plan—the so-called high dam 
project or Hells Canyon project. For reasons heretofore mentioned, the Fed- 
eral Hells Canyon project will be referred to as the high dam project. The 
high dam project was first proposed by the Corps of Engineers as a unit in its 
plan for the comprehensive development of the Columbia River Basin in the 
United States. Subsequently, the high dam project proposal was taken over 
by the Bureau of Reclamation on the basis of an agreement between that con- 
struction agency and the corps. The Bureau of Reclamation then began to study 
the matter intensively with the idea of obtaining revenues from the sale of the 
power to finance needed reclamation projects which appear to be too high in cost 
to be self-supporting, and the legislation it recommended to the Congress always 
included this irrigation aspect. 


The brief of the applicant summarizes the legislative voyage of the high dam 
as follows (p. 115 et seq.) : 

“* * * While Idaho Power’s application for preliminary permit (filed June 23, 
1947) was being held in suspense by the Commission, the question of the Hells 
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Canyon, project was the subject of hearings, both in and out of Congress, and of 
much congressional debate. 

“Public hearings had been held by the Army in 1947 on proposed plans for 
Snake River development, including specifically the Hells Canyon site. Its ex- 
haustive 308 review report on the Columbia River and Tributaries had been com- 
pleted in 1948, and was transmitted to Congress on February 14, 1950 (item F, 
H. Doc. 531, p. v). Likewise, the Bureau of Reclamation, Department of the 
Interior, had completed its own report on the Columbia River, which was trans- 
mitted to the President on June 3, 1948, and to Congress on February 3, 1950 
(item E, H. Doce. 473, p. 3). 

“There was then pending in the 81st Congress the omnibus rivers and harbors 
and flood control bill, R. R. 5472, and the Army and Bureau reports to the Con- 
gress both contained an identical proposed amendment to H. R. 5472, to authorize 
for construction by the Department of the Interior a number of projects, includ- 
ing specifically the Hells Canyon Dam. This amendment was transmitted to the 
Congress on February 3, 1950 (item E, v. 1, p. 3-12), and introduced in the 
Senate, 8lst Congress, 2d session, as a committee amendment of the Senate 
Committee on Interior and Insular Affairs. Prior thereto, the subject matter 
had received consideration in both House and Senate during the 1st session of 
the 8ist Congress, as appears from the legislative history of the amendment con- 
tained in Senate Report No. 1351, no less than eight bills having been then intro- 
duced to carry out the purposes of the amendment to H. R. 5472 (Senate Reports, 
vol. 1, 8ist Cong., 2d sess.). 

“With this background of prior legislative study, and with the benefit of the 
detailed report thereon from the Senate Committee on Interior and Insular Af- 
fairs, the committee amendment to H. R. 5472 was called up in the Senate on 
April 10, 1950 (Congressional Record 4989, 8lst Cong., 2d sess.). After lengthy 
debate extending over several days, it was tabled by a vote of approximately 
2 to 1 (Congressional Record 5190). 

“During the debate, several other amendments to authorize Hells Canyon and 
other projects were offered. In these amendments the Hells Canyon project was 
before the Senate both alone and with other projects, and both with and without 
the controversial ‘basin account’ and ‘interest component’ provisions. All of 
these several amendment were tabled, the last by a vote of approximately 4 to 1 
(Congressional Record 5194). 

“Following defeat of the Hells Canyon authorization in the 81st Congress, 
Commissioner of Reclamation Straus prepared a new report dated April 11, 1951 
(item G, ser. 20, pp. 17-21); and the Secretary of the Interior sent a revised 
draft of proposed bill to Congress on October 8, 1951 (Item G, pp. 4-9, 12-13). 

“The bill was introduced in the 82d Congress, Ist session, on October 16, 1951, 
as H. R. 5473, and referred to the House Committee on Interior and Insular 
Affairs. Subsequently, on March 7, 1952, an identical bill was introduced in the 
Senate (S. 2812, 82d Cong., 2d sess.), and referred to the Senate Committee on 
Interior and Insular Affairs. Extended hearings on H. R. 57438 [sic] were held 
by the Subcommittee on Irrigation and Reclamation of the House committee in 
March, April, and June, 1952. After 8 days of hearings the matter was in- 
definitely postponed by unanimous committee vote, and a motion to reconsider 
was laid on the table (item G. pp. 733-736). 

“In the 83d Congress, Ist session, on April 16, 1953, similar bills to authorize 
the Hells Canyon project were again introduced—one in the Senate as 8. 1664 
(exhibit 342, and three in the House as H. R. 4648, H. R. 4649 and H. R. 4650— 
with speeches of introduction in both Houses (Congressional Record April 16, 
1953, pp. 3322-3340 and 3350-3352). These bills were referred to the respective 
House and Senate Committees on Interior and Insular Affairs (Congressional 
Record 3340 and 3353).* The 83d Congress has now adjourned, again without 
Hells Canyon action or authorization.” 

Since the applicant’s brief was filed, a number of bills have been introduced in 
the present session of the Congress, both in the House and Senate. These are 
H. R. 4719, H. R. 4730, H. R. 4739, H. R. 4740, and S. 1333, the latter being 
sponsored by Senator Wayne Morse and 28 other Senators. Suitable introduc- 
tory speeches were made in the House and in the Senate in connection with these 
bills, and hearings by the Senate Committee on Interior and Insular Affairs have 
gotten underway. The pending bills, as nearly as may be determined, are iden- 
tical, and each refers to the Hells Canyon Dam as described in volume 2 of House 
Document 473, 8ist Congress, 2d session, as modified by the report of the Com- 








*This footnote in the applicant’s brief is not reproduced herein. 
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missioner of Reclamation, approved by the Secretary on May 11, 1951. Each of 
the bills would authorize, as well, the Scriver Creek facilities of the Payette unit 
of the Mountain Home division, and join the Hells Canyon project with the 
Mountain Home project for financial purposes. There is no physical relation- 
ship whatever between the Mountain Home project and the high-dam project and 
the Congress could utilize high-dam project revenues for any public purpose 
such as a grant-in-aid to schools or public-health research if it chose to do so. 


The high-dam project 


Description.—As recommended for construction by the Department of the In- 
terior in House Document No. 473, the Hells Canyon Dam would be a concrete 
arch structure, 1,733 feet in length at the crest and 722 feet in maximum height 
at mile 247.3 on the Snake River. A spillway, consisting of two 42-foot diameter 
tunnels, would be provided with a design capacity of 300,000 cubic feet per second. 
The reservoir created by the dam would have a total controlled storage capacity 
of 4,400,000 acre-feet, of which 3,880,000 acre-feet would be usable. The power 
installation would be 800,000 kilowatts initially in 8 units of 100,000 kilowatts 
each, and provision would be made for an ultimate installation of 900,000 kilo- 
watts. Pertinent data for the project are presented in table 2, page 40, and an 
artist’s conception of the project, exhibit 215 in this proceeding, is included here 
on page 41.” 


TABLE 2.—High dam project—Pertinent data 
1. General: 


Te ata ancl a heen cata tatca ints ace cee maces Hells Canyon. 
TU a tee a Pans an es enon natch ga nerd Snake. 
Stream-iniie from Mout... + een 247.3. 
Drainage area, square miles______-_--_-----_-~_ 74,000. 
2. Reservoir: 
Maximum retained pool elevation, feet__._._._._.._.__. 2,077. 
Minimum flood control pool elevation, feet_______- 1,923 
Minimum power pool elevation, feet_____________ 1,788. 
Total storage capacity, acre-feet___._____________. 4,400,000. 
Usable storage capacity, acre-feet___.____.__-____- 3,880,000. 
3. Dam: 
a a Concrete arch. 
OIE Tar a i retin bien ee 122. 
Dievation crest of dam, feet... kL 2,082. 
Ce I ins eon tececnchisrciatgp te ieliaglitieteetinass 1,733. 
4. Spillway: 
Design capacity, cubic feet per second___________- 300,000. 
III: 4, .. 522), ws euakighater ee citations araeeyeaonma amare tase ane: 2 42-foot-diameter tun- 
nels with intake gates. 
DR I a ea 4 radial gates, 48 feet 


by 59 feet. 
5. Powerplant: 


Initial installation, kilowatts_.............-_.__ 800,000. 
Ultimate installation, kilowatts__......._..__.__ __ 900,000. 
Maximum power need, feet... 2 602. 
Minimum power head, feet___.......-___-._____. 313. 


Note: According to the World Almanac and Book of Facts for 1955, the following are 
the world’s 10 highest dams: 








Height 

Name: (feet) 
a a a 726 
I a cscs Seen shine dela ow stant In aaspton iol alpen prea eanienaae aealt taal a 602 
SO cd cn scandens konseiciabneiveniaenmeietd = 564 
CIN IN oie cas a. cede sine 5 550 
cic Se Mi ich ea nach pkgs ron nis ov abs tec aeceeeegenecan ean on 545 
a = so ws spsTiRide peli alino igi enciblaiatdacasion so caanegiyinaliantt vise -o-ainbadaaa 480 
I TTI ice ca ssstniecs same sencecn ened ea haath taille ine viontaganiag el tig iia 456 
PI ice saci Se ceils nc ck eevee sn ac a ap la aetna hen if tereanleas aa aioe 454 
Chambon (France) --~------ kin Sig clio ochos ieipagapiaaeeser Danses enone dovachineineiasiean a eakdeabeaeaaanan 450 
NI IRAs itcvenincc nb in cased aise seesaitinaioin eas as ete serenade sa tesla rentien ah neh aaa 440 


1® For contrast, the company’s version of the structure proposed for the Hells Canyon 
Dam site (exhibit 49) has been included here on p. 42. 
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Capital costs.—The only detailed capital cost estimate for the high-dam project 
in the record was presented by Witness Hoisington, of the Department of the 
Interior, in his exhibit 192. That exhibit shows the estimated capital cost of 
the project to be $356,810,000, based on January 1952 prices, and is summarized 
as follows: 


Es ereclac avin i eral ei coenaecictaereetiienenmrenee $77, 000, 000 
2 peeeervoirs, Game, and waterways............................-+ 155, 930, 000 
an en BO SO, PORE OC eee eens 35, 608, 000 
I sis ss esidscammeenseeanserenineaoaniaon 12, 190, 000 
Sec nnn PRION? UNI On eneeesinvemereennenicn 10, 782, 000 
Se ascnecinewenncianensnahhtnmreerarcntsenenasatlone 80, 000 
7. Transfers to other Government agencies___________--_--_----- 200, 000 
Nae ee en cee plait eeasinioiernieeniiueneen 1, 000, 000 
9. Investigations, engineering, and general expense__________-___ 59, 020, 000 
Cee a sccsinerecins onnteiarmainibnsinaneraten 5, 000, 000 


Nicci Sancta nie th re asst omnnerimain ner nentertri ree tons mmnes 356, 810, 000 


From the preceding table it can be seen that Hoisington’s capital cost esti- 
mate does not include interest during construction. In this proceeding it was 
assumed that the total construction expenditures would be outstanding on the 
average one-half of the construction period. Based on a 2%-percent interest 
rate and a construction period of 6 years, interest during construction for the 
high-dam project would be 15 percent times $356,810,000 divided by 2, or about 
$26,760,000. This figure compares with the estimate of Witness Riter, Chief 
Development Engineer, Bureau of Reclamation, of $26,800,000 for this item. 

In addition to the above, the Hoisington estimate makes no allowance for fish 
facilities. In the staff estimate of the cost of the 3-dam plan of develop- 
ment, an amount of $5 million was added for the cost of such facilities. This 
amount, I believe, should be included in the cost of the high-dam project, at 
least for analysis and comparison. 

The Federal investment for the high-dam project adopted herein is $388,570,000 
and is obtained by adding the above estimates for interest during construction 
and fish facilities to Hoisington’s capital cost estimate. Although the adopted 
investment is based on prices obtaining in January 1952, I believe that, in any 
rough comparison with Mr. Froggatt’s estimates for the 3-dam plan, there is 
ample allowance in Hoisington’s contingency reserve to take care of the 4 percent 
increase in prices from January 1952 to July 1953, the latter date being the basis 
for the Froggatt estimate. 

Annual costs.—The total annual cost of a hydroelectric development is the sum 
of the annual fixed charges and the annual cost of operation and maintenance. 
The fixed charges are generally considered to include interest on the investment, 
amortization, interim replacements, taxes, and insurance. 

Interest: An interest rate of 2.5 percent is adopted as representative of present- 
day and foreseeable future average cost of long-term money to the Federal Gov- 
ernment. This rate is recommended for use in the Bureau of the Budget Circu- 
lar No. A-47, dated December 31, 1952. It was used by Staff Witnesses Riter, 
Ostrander, Cotton, Froggatt, and Idaho Power Co.’s Witness Tonetti. 

Amortization and replacements: The estimated annual amount required to 
accumulate sufficient funds to repay the power investment at the end of the 
50-year payout period and to provide for replacements is 1.43 percent. This per- 
centage which includes 1.03 percent for amortization, and is based on a 50-year 
sinking fund with interest at 2.5 percent, and 0.4 percent for replacements com- 
pares with Witness Riter’s estimate of 0.408 and Witness Froggatt’s estimate of 
0.387 percent for this item (staff brief, app. B, p. 88). 

Taxes: An allowance of 0.5 percent of the investment is adopted here for pay- 
ment in lieu of taxes. This allowance was used by Witness Wing after discussion 
with representatives of several Federal agencies on this subject. It is to be 
noted that the March 12, 1954, agreement between the Departments of the Army 
and Interior and the Federal Power Commission provides that in justifying 
hydroelectric projects, taxes in an amount equal to those which would be fore- 
gone as a result of Federal development of the power, rather than the most 
likely alternative development, shall be included as an economic cost. 

Insurance: The annual cost of insurance adopted herein is 0.1 percent of the 
investment. The same percentage was included in the annual cost computed by 
Witnesses Froggatt and Tonetti. 
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Operation and maintenance: The annual charges for operation and mainte- 
nance, as estimated by Witness Froggatt on the basis of reported costs to the 
Federal Power Commission, and including an amount for administrative and 
general expenses amounting to $1,495,000 is adopted. This figure may be com- 
pared with $1,065,000 used by Staff Witnesses Cotton and Riter, and Idaho 
Power Co.’s Witness Robins, and with $1,322,300 used by Witness Hogg. Mr. 
Froggatt’s estimate of $200,000 for annual operation and maintenance costs of 
fish facilities at the 3-dam plan will be included here as the annual operation 
and maintenance costs of such facilities at the high dam. 

Summary of annual at-site costs: The following table summarizes the total 
annual at-site costs for the high-dam project: 


Wiel: Davai oa sk Ee ag ee St $388, 570, 000 
Annual at-site costs 

Tepe UA WOOO) iaissicae sa hint chee Whe edad One nomintiretngerinitegpaatia $9, 714, 250 
Amortization and replacements (1.43 percent) ---------_-___--__- 5, 556, 551 
pI. BT: ING Nii ois Schatten ba GE egies ecenmnionemrnee’ 338, 570 
TI I OI ini ck a wig Svea thei en is hinpieensnem Soraganais bachsagreneatnetnemianinin 1, 942, 850 
REESE: DING; DARITGER IDR... cisisncicciteniiiis gett Unt eninpemsmnaninncnmaiasicin 1, 695, 000 

shi oo scida bepccatnit dl ceanelinids leiih<<teihieais bo nphubhinnidiiiiatneaacaian 19, 297, 221 


Power output.—Engineering witnesses who presented testimony regarding the 
power output creditable to the high-dam project based their estimates on either 
the prime power method or the dependable capacity—average annual genera- 
tion method. The prime power method is used by the Bonneville Power Ad- 
ministration, the marketing agent for Federal power in the Northwest, and is 
accepted here. The estimates of the prime power creditable to the project in- 
volve different assumptions as to the water supply available for power pro- 
duction, the length of the critical period, and the extent of development of the 
potential projects in the Columbia River Basin over « 50-year payout period. 

The estimates of water supply available for power production are based on 
United States Geological Survey records corrected fur future upstream irriga- 
tion depletions. There was agreement among the witnesses that the average 
annual consumptive use of water diverted for irrigation was 1.75 to 2.0 acre-feet 
per acre. However, there was a considerable difference of opinion among 
these witnesses regarding the average number of additional acres to be irri- 
gated over the payout period. Although some effect upon streamflow will result 
from the addition of new irrigable lands in the basin, the record clearly shows 
that such an effect would not be significant insofar as the power potentialities 
of the Hells Canyon reach of the Snake River is concerned. 

The length of the critical period used in the subject estimates ranges from 7 
months to 42 months. At present, the critical period for the Pacific Northwest 
power system extends over 7 months from September 1936 to April 1987. It is 
well recognized that as additional projects involving storage are constructed 
in this region the length of the critical period will increase. In this connection 
it is noted that the Corps of Engineers, in House Document No. 531, 81st Con- 
gress, 2d session (item F, Vol. VIII, p. 4054), indicates that with the phase C 
system of projects in operation (19,758,000 acre-feet of usable storage) the 
critical period will extent over 30 months from September 1, 1929 to March 1, 
1932. Also, the corps indicates that with the phase D system in operation 
(43,741,000 acre-feet of usable storage) the critical period will extend over 42 
months from September 1, 1928 to March 1, 1932 (id., p. 4068). Since it is 
logical to assume that additional projects involving storage will be-constructed 
in the region within the foreseeable future, it follows that the critical period 
which determines the prime power output will increase in length from the 
present 1-month period. The evidence in the record shows that it wonld be 
reasonable to assume an average critical period of from 23 to 34 months for 
computing the prime power output of the high-dam project. 

The regulatory storage to be provided by the high-dam project will increase 
the output of plants downstream.” At present there are existing or under con- 


Tt should be noted that in evaluating the high-dam project full credit is given to that 
project for increasing the generation of downstream Federal projects both constructed and 
authorized. In evaluating the 8-dam plan under pt. I of this report, no credit was given 
to the 3-dam plan for augmenting generation at downstream Government plants because 
this benefit is of no value to Idaho Power Co. from a revenue standpoint. The downstream 
benefits conferred by the 3-dam plan would be smaller because of the smaller storage 
involved in the Brownlee project. 
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struction three hydroelectric developments located downstream from the high- 
dam project namely, Bonneville, The Dalles, and McNary. In addition, there 
are five more developments authorized by the Congress. These are John Day, 
Ice Harbor, Lower Monumental, Little Goose, and Lower Granite. For pur- 
pose of computing the additional power output at downstream plants resulting 
from the regulation afforded by the high-dam project the authorized projects 
are included in the power output studies used herein. 

The regulatory storage capacity provided by the high-dam project would re- 
quire the installation of additional installed generating capacity either in the 
downstream plants or in other plants of the system in order to fully utilize the 
regulated flow. The staff in table 7 of its main brief indicates that the regula- 
tion afforded by the high-dam project will require the additional installation of 
793,000 kilowatts at such plants based on the prime power estimates of Staff 
Witnesses McIntyre and Cotton for a critical period of 34 months. The cor- 
responding figures on the basis of prime power estimates by Witnesses Meadow- 
croft and Riter for critical periods of 23 and 31 months are 723,000 kilowatts 
and 733,000 kilowatts, respectively. The arithmetical average of these three 
estimates, amounting to about 750,000 kilowatts, is adopted herein as being 
representative of the additional capacity required to be installed at downstream 
plants to utilize the regulated flow provided by the high-dam project. The 
annual costs of this additional capacity is given in table 7 of the staff brief as 
$4.16 per kilowatt. On this basis, the annual costs of providing 750,000 kilo- 
watts additional capacity at downstream plants would be $3,120,000. 

Based on a careful review of the evidence relative to the prime power output 
of the high-dam project and on the major assumptions as to a critical period of 
from 23 to 34 months and the inclusion of authorized projects in the power 
studies, the power output estimates presented in the following tabulation appear 
to be the best of record. 


Prime power creditable to the high-dam project 
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Prime power output average 
megawatts Length of | Additional 
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1 Source, exhibit 260. 
2 Source, exhibit 186. 
3 Source, exhibit 367. 


From the preceding tabulation, it can be seen that the prime power estimates 
range from 901 to 961 megawatts for the high-dam project. The arithmetical 
average of these figures is about 924 megawatts, and is considered herein to be 
representative of the power output from the high-dam project over the payout 
period. 

Power benefits —The value of the prime power output attributable to the high- 
dam project at the point of generation for the system, including existing and 
authorized projects, assuming it is salable at 70 percent load factor at site, is 
$41.58 per kilowatt (staff main brief, p. 14). On the basis of this unit value and 
a prime output of 924,000 kilowatts, the annual power benefits attributable to 
the high-dam project are about $38,420,000. 

Flood control and navigation—Witness Fernald, in exhibit 293, page 14, 
shows that the value of storage in the middle Snake River area to the lower 
Columbia River would be in the order of $1 per acre-foot of effective storage. 
He testified that the effective storage at the high dam would be 2,300,000 acre- 
feet. On the basis of the foregoing, the annual flood-control benefits for the 
high dam would be about $2,300,000. 

Witness Fernald, in exhibit 293, estimates the average annual navigation bene- 
fits for the high-dam project to be $189,000. That estimate is adopted here. 

Summary of annual benefits —The table which follows summarizes the annual 
benefits attributable to the high-dam plan of development : 
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Annual benefits, high dam 


Power_____---------------+-~------------+-------=-------5----== $38, - - 
Flood control____----------------------------------------------= 2 — = 
Navigation____..--------------------------------------------<== vane 

Total______-----------------------~----------~----------=-- 40, 909, 000 


ost ratio—The total annual costs of the high-dam project derived 
iommeaieas oa $19,297,221 at site and $3,120,000 for the installation of additional 
units in downstream plants to utilize the regulated flow provided by the project, 
or a total of $22,417,221. The annual benefits would be in the order of $40,909,000, 
indicating a ratio of benefits to costs of about 1.83 ot 1.0. Such a ratio would 
be adequate to justify Federal construction of the project under usual planning 
criteria. ; a hice 

Comparing the incomparable—As may be seen from the discussion in part I 
hereof, the analysis and study of this record has been carried on and this initial 
decision prepared with a view to separating the applicant’s proposal as reflected 
in its applications from every other kind of proposal from whatever source. I 
think that if this initial decision and the Commission’s final decision accom 
plish one result—that result being the establishment of the proposition that 
privately financed water resources development and publicly financed water re- 
sources development are so completely different from each other that they are 
not subject to sensible comparison—a major step will have been taken in clear- 
ing the way for more rational consideration of similar problems which may 
arise in the future. 

All of the briefs and the arguments in this case thus far have attempted— 
and, I suggest, without any genuine success whatever—to make comparisons 
between the only seriously considered alternative proposal to that of the 
applicant, the well-publicized high-dam project, and the three-dam plan of the 
applicant. In order to engage in these comparative mental exercises, certain 
very questionable assumptions have to be made and certain influential realities 
of the situation have to be absolutely disregarded. Governmental and social 
philosophies which have been evolving through the years are laid aside in a 
frantic effort to decide the matter ‘on the facts,” as though there was something 
shameful about reaching a decision on some ground other than pure arithmetic, 
and even though the statute provides clearly that the Commission may and should 
exercise its judgment in the disposal of these matters before it. 

I feel that there is such a wide gap between publicly financed power proj- 
ects and privately financed power projects in the purposes and means of bring- 
ing about those projects that to not give effect to such difference in dis- 
posing of this matter would be akin to the method of hiding made famous by 
the ostrich. 

The applicant is well aware of the great basic difference in the two kinds of 
development (reply brief, p. 7) : 

“Admittedly, power produced by a Federal agency which pays no taxes and 
has the benefit of funds from the Federal Treasury at low interest rates, can 
be sold at a lesser price than if produced by an investor-financed taxpaying 
entity. This would be true of any project that comes up for license anywhere 
in the United States.” 

The staff, likewise, is aware of the nub of the problem when it says (reply 
brief, p. 9) : 

“The matter of low power costs and rates resulting from Federal development, 
referred to by the interveners, is not deemed to be one of the public purposes to 
be considered in relation to a finding under section 7 (b) of the Federal Power 
Act. If this were such a_ public purpose there would be practically no case 
where private development could be licensed because of the substantial difference 
in annual cost of investment money between Federal and private financing and 
because of the much higher annual cost for taxes paid by a private developer 
as compared with the annual ‘in lieu of taxes’ payments, if any, under Federal 
development.” 

I feel that the high-dam project must be judged on its individual merits, and 
the three-dam plan of the applicant judged on its individual merits. Because of 
the basie irreconcilable differences of philosophy behind each of the two ideas, 
and because of the radically different financing policy involved in public develop- 
ment which results in radically different economic results, it is utterly futile 
and a total waste of time to attempt to develop artificial and unreal cases for a 
“fair comparison” which has eliminated the most important aspects. 
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Those who have not attempted to read the lengthy briefs in this case would 
have no conception of the tremendously involved mental process which has taken 
place, and the great amount of labor which has been expended by conscientious 
technical personnel in attempting to equate the two propositions in the hope that 
a slide rule can be used to make the decision. In this process it was assumed 
that the two plans would be federally financed. This assumption, that the United 
States is a prospective builder of the three low dams, was never established as 
much more than a flight of fancy based on the proposition that the United States 
could build just about anything it wanted to. There is no evidence in the record 
which remotely suggests that the United States might build three low dams on 
the middle Snake River. 

However, after this unreal assumption was made, steps were taken to deter- 
mine the annual costs and the annual benefits for the two plans. When this 
was determined, one could draw a conclusion as to the economic limit of the mag- 
nitude of the plan of development for this reach of the Snake River Basin. If 
the total annual benefits from the high-dam project are greater than the total 
annual benefits from the three-dam plan by an amount that exceeds the difference 
between the respective annual costs, then the high dam would be economically 
justified. Conversely, if the incremental annual costs of the high dam exceed 
the incremental annual benefits, then the high dam would be economically 
infeasible. 

Before such comparison can be made, construction cost estimates must be de- 
rived. The high-dam costs have been estimated a number of times by the Bureau 
of Reclamation in connection with its past proposals to Congress. Its estimate 
is in this record, plus about a half-dozen adjustments thereto by almost every 
expert who appeared as a witness. Detailed cost estimates for the three-dam plan 
were presented by the applicant, the staff, and the Bureau of Reclamation. The 
differences in these estimates are rather remarkable, but are susceptible of analy- 
sis to discover reasons for the differences. The staff invented a unique process 
for the purpose of reconciling these differences. This process involves the use 
of certain percentage “spreads” which were intended to compensate for differ- 
ances in the estimating techniques used by the various estimators. The conclu- 
sions, if any, which were reached by such process were not used by the staff as 
bases for any of its proposed findings. 

Since all of these estimators were sworn as witnesses and were fully cross-ex- 
amined, their estimates as set forth in the record are all that I am at liberty to 
use, and all that I have used. Accepting only parts of an estimate or adding to 
or subtracting from an estimate seems to be a process quite different from that 
of applying an arbitrary percentage factor to a direct cost estimate. There isa 
limit to what properly may be done with evidence in the weighing of it. 

It is hoped that the foregoing has illustrated to some degree the potpourri 
which has resulted from the various efforts to compare proposals which are 
basically and fundamentally different. It is hoped also that it will provide the 
justification, if any be needed, for considering and disposing of these matters 
separately to the greatest extent possible. 


The high dam project 


Economic superiority ——The remarkable thing about the analysis by the staff 
is this: If the advantages of Federal financing are applied to the three-dam plan 
for purposes of comparison, the value of the incremental power benefits added by 
the high dam is more than the costs of adding this increment. For example, 
table 7 of the staff brief “ shows the incremental power cost to be $41.28 per kilo- 
watt on the basis of a 23-month critical period, as compared with a power value 
of $41.78 (staff brief, p. 14), indicating a ratio of incremental power benefits to 
costs of about 1.01 to 1.0. So long as the benefits are equal to or in excess of 
the cost, the proposal is a feasible undertaking. 

Just a word about “increment,” a term which the dictionary defines as “that 
which is gained or added.” I am using the term here to describe that extra 
value which is gained or added by constructing the high-dam project rather than 
the three-dam plan, both schemes developing the same head and water supply, 
and the high-dam project being considerably more costly from a capital cost 
standpoint. 

The Green Book ™ (p. 13) describes it this way: 





™ Table 7 is the only table contained in the staff’s brief which is based, for the most part, 
upon the cost estimates presented by Witness Hoisington for the high-dam project and 
Witness Fro igatt for the three-dam plan, without the application of the “spread” factors. 
2 May 19 report of the Subcommittee on Benefits and Costs to the Federal Inter- 


mcy River Basin Committee, entitled “Proposed Practices for Economic Analysis of 
ver Basin Projects.” 
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“The scope or scale of development of a project should be established at the 
point where the net benefits from use of resources for project purposes are at a 
maximum. Net benefits are at the maximum when the scale of development 
is established at the point where the benefits added by the last increment of 
extension of scope are equal to the cost necessary to add that increment of scope 
to the project. The least increment of scope to be analyzed is the smallest incre- 
ment on which there is a practical choice as to inclusion in or omission from the 
project. At the point of maximized net benefits the total project benefits will 
necessarily exceed the total project costs by the maximum.” 

This is the key finding in the staff brief in this respect : 

“(20) Assuming financing, construction, and operation by the same agency, 
the high Hells Canyon project in the 1-dam plan would make possible the 
production of the mazimum amount of economical power * * * and the cost of 
the power increment that would be provided by the 1-dam plan over the * * * 
3-dam plan[s] would cost almost as much as its value.” [Emphasis added.] 

The proposed finding is obscurely phrased. What it says is that on the basis 
of a theoretical comparison, the value of the power increment that would be pro- 
vided by the 1-dam plan over the 3-dam plan would be equal to and greater than 
its cost. What it means is that if Federal planners were confronted with a 
choice between the three-dam plan and the single high dam, the high dam would 
be indicated as the proper choice. The finding on this subject adopted herein 
will be rephrased appropriately (finding 153, infra). 

Lower costs and lower rates.—Is the fact that federally produced power can 
be and is being sold at appreciably lower rates than the same power produced 
by an investor-owned utility one which should be taken into account in deciding 
whether or not a recommendation should be made to Congress under section 7 
(b)? Both the applicant and the staff contend that this factor should be dis- 
regarded; alleging that if this factor were the determining one, licensing under 
the Federal Power Act would virtually come to an end, since the benefits of 
Federal financing give the Federal Government a substantial lead over any 
private utility which must seek its funds in the money market and rely upon its 
own credit in the obtaining of the use of funds for expansion. That it was the 
intent of Congress that the regulatory provisions of the original Federal Water 
Power Act be administered with a view to the protection of the interests of the 
consumers of power is evident from the express language of a number of sec- 
tions of the act.** For example, section 10 (a) of the act prohibits combinations, 
agreements, etc., to limit the output of energy, to restrain trade, or to fix, 
maintain, or increase prices for electrical energy or service. Clearly, it is the 
consumer’s pocketbook that is being protected here. Section 19 of the act requires 
as a condition of every license that the licensee shall abide by reasonable regula- 
tion of the services to be rendered to customers or consumers of power, and of 
rates and charges of payment therefor, as fixed by the State regulatory agency 
involved or, in the event there is no such agency, by the Federal Power Commis- 
sion. Section 20 provides that if the power enters interstate commerce, the 
rates charged and the service rendered by any licensee “shall be reasonable, 
nondiscriminatory, and just to the customer.” 

These statutory safeguards for the protection of the consumer make the con- 
clusion inescapable that it was intended that the act as a whole be administered 
with the interest of the ultimate consumer of power as the keystone of that act. 

Soon after its passage it became apparent that the Water Power Act could 
not be administered properly with borrowed personnel. Secretary of War Baker 
in a letter to the chairman of the House Committee on Water Power dated 
December 31, 1920, pointed out how each of the functions of the Commission 
were related to protection of important public interests; 

“The projects under application * * * involve a considerable portion of our 
resources * * *. They comprehend works of a magnitude greater than has 
hitherto been undertaken anywhere in the world in connection with power de- 
velopment. It will not be sufficient, therefore, for the Commission to act in a 
merely perfunctory manner, either in approving the plans presented or in ex- 
ercising supervision over construction, for in such plans will be involved the 
question of a proper degree of utilization of the resources available at the site 
und of the relation of the proposed plans to a comprehensive scheme of develop- 





*% Evident also from the legislative meeps of the Water Power Act. S. Rept. No. 898, 
63d Cong., 3d sess., contains a statement of the views of Franklin K. Lane, Secretary of 
the Interior, wherein he observed that waterpower promised to be an invaluable resource 
and that in any legislation one of the evils to be guarded against would be “high rates to 
the consumer.” In S. Rept. No. 89, 64th Cong., 1st sess., the Committee on Commerce 
observed, “The value of cheap power * * * is recognized by everyone.” 
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ment. Furthermore, both plans and construction methods will influence the cost 
of the project, and such cost, under the provisions of the act, is not only a 
potential liability of the United States but is also the base upon which service 
rates may be charged during the license period. The responsibilities which, for 
the above reasons, the Commission must assume in respect to the design and con- 
struction of projects is not exceeded by that of any peace-time agency of the 
Government” (H. R. Rept. No. 1314, 66th Cong., 3d sess. 11). [Emphasis added. ] 

That the Commission has been aware of its responsibility is evident from a 
number of expressions which have been made from time to time, particularly in 
its annual reports to Congress. In the 11th annual report it was observed that 
“always costs set a limit on rates.” In the same annual report the Commission 
said : 

“* * * in administering regulatory legislation which has to do with the 
development and control of the hydroelectric industry, the stressing of these 
governmental and political doctrines as to the division of rights between the 
State and Federal Government may seriously interfere with the best economic 
interests of the people. * * * Such cooperation [between the State Commissions 
and the Federal Commission] must recognize as its basic principle the real 
economic nature of the business with which it is dealing, that it is local in certain 
phases of its operation and national in other phases, and that the whole must be 
brought under some form of complete public governmental control and regulation 
which should bring about not only better service and lower rates, but establish 
the industry itself in such financial position that investment therein is safe and 
not speculative, and thus effectively preserve and promote the public interest” 
(11th annual report, pp. 138-14). [Emphasis added. ] 

In 1935 there was added to the Federal Water Power Act portions of the 
Public Utility Act of 1935, which now comprise part II and part ITI of the Federal 
Power Act. In the amended act there was spelled out an obligation to take such 
steps as can be taken through securities control, rate regulation, interconnection, 
and accounting controls to protect the consumer and investor. Section 202 of the 
addition to the Federal Power Act states for a purpose the “assuring of an 
abundant supply of electric energy throughout the United States with the greatest 
possible economy and with regard to the proper utilization and conservation of 
natural resources.” * 

In its 17th annual report, in 1937, the Commission, in reflecting certain com- 
ments it had made on pending legislation, said (pp. 4-5) : 

“* * * the main objectives of the bill * * * are extensions of a policy long 
ago declared by the Congress not only in the Federal Water Power Act of 1920 
and the amendment thereof in 1935 but also in numerous other acts of Congress, 
such as those authorizing the Boulder Dam and Tennessee Valley Authority 
developments and other reclamation, flood control, and navigation improve- 
ments, * * *. 

“In the opinion of this Commission, the Federal multiple-purpose projects 
heretofore authorized by the Congress have justified the wisdom of the under- 
lying congressional policy that these public resources be developed by the Govern- 
ment to assure their combined maximum availability to and uses by the public 
at minimum cost. It is noted that the bill provides administrative machinery 
and proposes certain policies varying in some respects from those embodied in 
existing law, but it is our view that the main purposes of the bill are matters of 
paramount importance. Hven though this Commission’s functions may be modi- 
fied, we would deem that to be of secondary importance, the primary considera- 
tion being the social and economic advantages to the public.” [Emphasis added. ] 

In 1941 the Commission disposed of an investigation it had made into account- 
ing disposition of expenditures by certain public utilities in the Northwest, 
wherein it found that approximately half of certain funds used to further the 
ends of the five companies were charged to operating expenses or the cost of 
rendering service to electric consumers, despite the fact that such expenditures 
were obviously not made for the benefit of such consumers.” Commissioner John 
W. Scott, in concurring with the majority, said: 





% Cf. Commissioner Seavey’s statement in hearings before the Committee on Interstate 
and Foreign Commerce, 74th Cong., Ist sess., on H. R. 5423, pt. 1, pp. 391 and 392. “* * * 
the particular and immediate and continuing objective of this act is the protection and 
advantage of the consumers of electric energy throughout the United States and the pro- 
tection of those who invest in the securities of the industry * * * the machinery of this 
regulation will permit * * * coordination * * * and there will be brought about condi- 
tions which will bring the maximum supply of energy for the minimum cost * * *,” 

In the Matter of Northwestern Electric Company, Pacific Power & Light Company, 
Portland General Electric Company, Puget Sound Power & Light Company, Washington 
Water Power Company, I'T-5647, 2 F. P. C. 369. 
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“If activities such as the record discloses, defying the will of the public, are 
permitted to continue, the people may be prevented from obtaining the full bene- 
fits of cheap electric energy made available to them by the Bonneville and Grand 
Coulee Dams. 

“The public has invested millions of dollars in these great projects, not for the 
purpose of increasing the profits of the private utilities, but to provide cheap 
electric energy for consumers generally. Not only is this public purpose threat- 
ened by the utilities’ activities, but the great public investment itself is endan- 
gered. To make accounting entries or adjustments in the books of the utility 
companies is no solution of the basic problem posed by the record in this matter. 
The important thing is the adequate protection of the inherent right of the people 
to make economic and social progress and to permit them to utilize and enjoy a 
great natural resource” (pp. 378-379). [Emphasis added. ] 

In a statement made in 1947 to the chairman of the Committee on Interstate 
Commerce, which committee was considering H. R. 2972 and H. R. 2973, the 
Chairman of this Commission said, among other things: 

“In the administration of the rate provisions of the Federal Power Act, the 
Commission has succeeded in establishing the prudent investment principle of 
ratemaking, which has brought with it considerable direct results and probably 
much greater indirect results in annual reductions in rates to consumers. 

“The authority, upon request of another electric utility or a State commission, 
to require an interstate company to interconnect and sell electric energy at 
wholesale would similarly revert to the no man’s land under the proposed amend- 
ments. This authority is associated in the act with the congressional purpose 
to assure an abundant supply of electric energy with the greatest possible economy 
and with regard to the proper utilization of and conservation of natural re- 
sources.”” [Emphasis added.] (From hearings before a subcommittee of the 
Committee on Interstate and Foreign Commerce, House of Representatives, 80th 
Cong., Ist sess., on H. R. 2972 and H. R. 2973, p. 7.) 

It must be kept in mind that many of the great public undertakings which 
have taken place in the past several decades have had as a prime purpose the 
furnishing of large amounts of electric power to consumers at low rates. In 
1937, there was the Bonneville Project Act, a law which put the United States 
into a business field on a nonprofit basis theretofore nearly the exclusive realm 
of investor-owned private corporations. Some few years before this, the people 
of the United States, through their duly elected representatives, had breathed 
life into a precursor of the Bonneville Power Administration, the Tennessee 
Valley Authority, a social experiment which has provided a legislative blue- 
print for the business activities of the United States wherever they have taken 
place since.® The Congress of the United Statees directed the Authority to 
take steps to “promote the wider and better use of electric power for agricul- 
tural and domestic use” and to work toward “the application of electric power 
to the fuller and better balanced development of the region.” The marketing 
policy of the Government was declared to be “so far as practicable to dis- 
tribute and sell the surplus power generated * * * equitably among the States, 
counties and municipalities within transmission distance.” Further, ‘This 
policy is further declared to be that projects herein provided for shall be 
considered primarily as for the benefit of the people of the section as a whole 
and particularly the domestic and rural consumers to whom the power can 
economically be made available, and accordingly, that sale and use by in- 
dustry shall be a secondary purpose, to be utilized principally to secure a suffli- 
ciently high load factor and revenue returns which will permit domestic and 
rural use at the lowest possible rates and in such manner as to encourage 
increased domestic and rural use of electricity.” 

The Bonneville Act, like its predecessor just mentioned, provided for pref- 
erence purchases of power by public bodies and cooperatives, and also pro- 
vided for rate structures which would be based upon a policy of “encourag- 
ing the widest possible diversified use of electric energy.” The said rate 
schedules, the act continues, “may provide for uniform rates or rates uniform 
throughout prescribed transmission areas in order to extend the benefits of 





*6 The Boulder Canyon Project Act antedated the Tennessee Valley Authority Act by 
several years, but there are a number of distinct differences in the two acts. For example, 
the Boulder Act required the Secretary of the Interior to have contracts for power and 
water from the project before any Federal money would be appropriated or before any 
work was done or contracted for. Also, the Boulder Act provided for sales and delivery 
of energy at the switchboard, under contracts up to 50 years in length. 
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an integrated transmission system and encourage the equitable distribution 
of the electric energy developed at the Bonneville project.” The act provides 
for the drawing of rate schedules, having regard to the recovery of the cost 
of producing and transmitting such electric energy, including amortization 
of the capital investment.” 

House Document 531, the Army’s review report on the Columbia, had this to 
say (vol. I, p. 93): 

“The entry of the Federal Government on a broad scale into the business of 
power generation and transmission in the Northwest has resulted in widespread 
public demand that the policy be continued. Even the utility companies which 
at first opposed the Federal power program have joined in demanding that the 
Government continue power developments. The Northwest utilities conference 
committee, representing the largest segment of the power business in the Nation, 
has issued a public statement, as follows: ‘The assumption of this utility re- 
sponsibility by the Federal Government has caused investors and management of 
both publicly and privately owned industrial and power distribution enter- 
prises in the States of Oregon and Washington to plan their investments and 
developmental programs in the belief that this Federal policy will continue.’ ” 

In view of the foregoing policy expressions in the laws the Commission ad- 
ministers and helps to administer, and in view of the facts respecting resource 
development in the Northwest, sharp issue must be taken with the statement of 
the staff in its reply brief (p. 9) that the matter of lower power costs 
and rates resulting from Federal development “is not deemed to be one of the 
public purposes to be considered in relation to a finding under section 7 (b) of 
the Federal Power Act.” It is axiomatic that governmental regulation of 
utilities is derived almost entirely from the need for protection of the ultimate 
consumer, and, to a lesser extent, of course, the investor. I must conclude, 
therefore, that the prospects of lower cost of development and resultant lower 
rates to the ultimate consumer of the power to be produced are important con- 
siderations in the decisions which must be made in this field of resources man- 
agement and development. This is not to say, as the staff brief would indicate, 
that in every case where it is found that the Federal Government could de- 
velop the resources at a lower cost and could, therefore, market the power at 
a lower rate, private development could not be licensed. While cost is an im- 
portant factor, it is not necessarily the decisive factor. 


Section 7 (b)—Guides to interpretation 


I do not feel that this is a proper instance for the invoking of the provisions 
of section 7 (b) by the Commission, even though the facts seem to point to the 
inescapable conclusion that, with the marked and substantial advantage of the 
Government's credit, the high dam would be, dollar for dollar, the better invest- 
ment and the more nearly ideal development of the middle Snake. There are 
two important reasons which should guide a judgment in this matter, which 
will not be discussed. 

In the Roanoke Rapids case (In the Matter of Virginia Electric and Power 
Co., project No. 2009, 10 F. P. C. 1), the Commission’s opinion adopted a finding 
which had been made in one of the examiner’s two decisions in that matter. 

“(58) The evidence received does not show that the Roanoke Rapids site 
would be developed at any time by the Federal Government. should the pending 
application for license be denied. Such denial would, of course, permit the 
water, which the applicant plans at once to utilize, to continue to be wasted 
to the sea” (p. 17). 

In that opinion, the Commission said: 

“The only public benefit to be cbtained through development of the Roanoke 
Rapids site will be through the generation and distribution of electric power, 
whether that site is developed by the United States or by some other interest 
* * * As shown by the examiner, Congress has been aware of the pendency of the 
application for the Roanoke Rapids site and of the possibility that a license 
might be issued for construction of a powerplant by the applicant, which would 
preclude Federal development of that site. There has been no move, however, to 
obtain congressional authorization for Federal development of the Roanoke 
Rapids site by the United States. 

“The Federal Power Act looks to prompt development of water resources where 
such development is feasible and in the public interest, and it gives to the 


27 The Bonneville rate schedules are, by law, based upon an allocation of costs made by 
the Federal Power Commission and are only effective upon confirmation and approval 
thereof by this Commission. 
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Commission discretionary power to delay utilization only where such delay is 
found to be imperative. * * * The Power Act accords to the consumers served 
by the applicant the right to obtain the benefits of waterpower development, 
and they should be given those benefits as quickly as possible” (p. 4). 

I do not mean to imply that the Roanoke Rapids case is on all fours with the 
present matter, but I do think there are certain important similarities. The 
differences are, of course, that there have been a number of serious attempts to 
obtain congressional approval of the high-dam project, and also that the Roanoke 
Rapids project was a pure power project whereas the high-dam project is a 
multipurpose project. The similarities are found in the fact that the waters 
of the middle Snake are being permitted to run unused to the sea while this 
controversy continues, and that the Idaho Power Co. service area is in demon- 
strable need of more generating facilities very soon. Another similarity lies in 
the lack of likelihood of any favorable action by Congress on the high-dam 
proposal within any foreseeable time, as demonstrated by the withering of the 
proposals in the previous sessions of Congress, even when sponsored and rigor- 
ously promoted by the then Secretary of the Interior, in a political climate more 
favorable to acceptance of such proposals.” 

That consideration may be given, with propriety, to the likelihood of the frui- 
tion of a recommendation under section 7 (b) in reaching a decision as to 
whether such a recommendation should be made is shown by the opinion by 
the United States Court of Appeals for the Seventh Circuit in the Roanoke 
Rapids case reviewing the Commission’s action (U.S. ex rel. Chapman v. Federal 
Power Commission, et al., 191 F. 2d 796), where the Chief Examiner’s report is 
quoted with approval. The quoted report said (809). 

“* * * The probability is that, so far as the United States is concerned, the 
water resources at Roanoke Rapids are destined to be undeveloped and unutilized 
for a long time to come. It is not believed that such wastage or nonutilization 
of water resources can be in the public interest, particularly when there is a 
need for the energy in the area and a private developer with private capital 
stands ready, willing and able to utilize them, with the protection of the public 
interest furnished by the terms and conditions of a Federal license.” 

The court further said (S809) : 

“In this situation, it cannot reasonably be said that the Commission has abused 
its discretion * * * because it does not refuse a license for construction by 
private enterprise of this project which Congress has shown no intention of 
constructing.” 

The Supreme Court of the United States, in its review of the matter, also 
adverted to the examiner’s decision of March 17, 1950, which had been quoted 
from by the court below: 

“Particularly relevant in this regard is the estimate that public development 
at this site would not, in the normal course, be undertaken for many years” 
(Chapman v. Federal Power Commission, 345 U.S. 153, 169). 

Some of the intervenors in this matter seemingly have the idea that all that 
would be needed to assure the authorization and appropriation for the high-dam 
project by Congress would be for the Commission to reject the applications 
herein in their entirety and take appropriate action under section 7 (b). While 
the Congress might be expected to give consideration to such a recommendation, 
it is doubtful in the circumstances—where Congress has been giving considera- 
tion to development of the middle Snake River for a number of years—that any 
expression by this Commission on the subject would have any appreciable effect. 

I conclude that, on the basis of facts before me, including the legislative his- 
tory of the various Hells Canyon bills which have been heretofore presented to 
the Congress without success, the likelihood of the authorization of and appro- 
priation for an undertaking of the size involved in the high-dam project is so 
remote as to make a recommendation to the Congress under section 7 (b) that 
such a dam be undertaken by the United States a completely useless action. Such 
action, which in these circumstances could not be expected to produce more re- 
sults than any of the bills which have been introduced and sponsored in the 
past by the Secretary of the Interior and various energetic legislators, would 





%In dollars, however, the high dam’s power values represent approximately 94 percent 
of its total value. See p. 47, supra. 

2 Cf., the President’s letter to the chairman of the Joint Committee, dated November 
10, 1954. Contained in hearings before Joint Committee on Atomic Energy on exercise of 
statutory requirements of sec. 164, Atomic Energy Act of 1954—Utility Contract Between 
eee ee Commission and Mississippi Valley Generating Co., 83d Cong., 2d seSs., 
D. ” . 
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serve only to freeze the middle Snake River for hydroelectric development for 
an indeterminate period in the future. Just as the examiner and Commission in 
the Roanoke Rapids case were convinced of the need to harness the waters of 
the Roanoke River at earliest practicable date, I am convinced that the nonutil- 
ization of water resources could be, in some circumstances, just as shortsighted 
as less than maximum development. Keeping the consumer in mind—if the de- 
nial of all of the applications herein would have only practical result of driving 
the Idaho Power Co. to a steam-electric program at a much higher cost and with 
resultant increases in rates for power—I am doubtful that such action would 
be in the public interest. Only if such details were to pave the way for lower 
cost power for those consumers would I believe such a denial would be in the 
public interest. I do not feel that it would be in the public interest for the 
Commission to take any steps the practical effect of which would be to delay 
indefinitely the use of these waters for power purposes and for the other pur- 
poses that would be served by the development of the water resources. 

Just as I have refused to approve the issuance of licenses for all three of the 
sites for which Idaho Power Co. has sought license authorization because of 
the applicant’s failure to show a market which would provide some assurance 
that the licensee would proceed at once with the development of all of the sites 
(and I feel that sec. 13 of the act prohibits the Commission from tying up these 
sites unused, even if it were inclined to do so), I feel that tying up of the mid- 
dle Snake River without use for an indefinite period (which, I feel, would be the 
practical result of a finding under section 7 (b) that these resources must be re- 
served for the United States alone) would be just as questionable from a public- 
interest standpoint. 

The second reason for my not utilizing the provisions of section 7 (b) in this 
matter is that I feel that section 7 (b) is not truly applicable to this case. 
The high-dam proposal has been before the Congress a number of times, and it 
is before the Congress now. All of the pertinent engineering facts relating to the 
high-dam project which have been used for study in this case are published 
and have been the subject of congressional hearings in the past. The “exami- 
nations, surveys, reports, plans, and estimates of cost” which would be for- 
warded to the Congress under section 7 (b) would be the same, for all practical 
purposes, as those which have been submitted to the Congress in connection 
with the legislation of the past session. There are, of course, certain adjust- 
ments of cost estimates which would be made due to the change of prices of 
materials, but these changes are somewhat insignificant in the big picture. 

This matter is before Congress now, and there has been no secret of the fact 
that Commission hearings have been held and applications by Idaho Power Co. 
have been under consideration for several years for the construction of projects 
by that company which would preclude any Federal development of the same 
stretch of the river. The matter is so highly publicized that it would be difficult 
to find a Member of the Congress who has not some acquaintance with the 
problem. That the attention of Congress will be called to the proposed issuance 
of any license in this matter, there can be no doubt. If the Congress feels that 
the Commission has not performed its functions in the public interest and in 
accordance with the provisions of the statute, the Commission’s power to issue 
a license may be withdrawn or suspended at any time. The general power to 
issue licenses in national parks and national monuments was withdrawn in 1921 
from the Federal Water Power Act, and in 1928 the Congress prohibited the is- 
suance of permits or licenses upon or affecting the Colorado River and all but 
one of its tributaries for a period.*° There is nothing to prevent Congress from 
imposing a similar restraint upon the Commission’s licensing power in this 


matter if it is felt that an abuse of discretion has been committed to the detri- 
ment of the public. 


PART III. PROCEDURAL MATTERS 


This part will be concerned with certain procedural questions which arose 
during the lengthy hearing on this matter, some of which appear to require initial 
rulings or reconsideration of past rulings by the examiner. These matters 
are set forth in appendix B of the intervenors’ reply brief. 


* “This resolution was adopted for the parpeee of suspending action on applications 
then pending on the Colorado River in order that rights might not be acme red which 
would interfere with the solution of the Boulder Dam project.” See letter of the chairman, 


Dwight F. Davis, Secretary of War, as contained in H. Rept. No, 2313, 70th Cong., 


ee — The portion of the Boulder Dam Act referred to will be found in appendix I 
ereto. 
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Motions before the Commission 


There are two motions by the intervenors which will in due course be ruled 
upon by the Commission in connection with its final decision on this matter. 
One of these, a motion to dismiss the applications in this matter, was filed on 
December 23, 1954. This motion was addressed to the Commission after the 
close of the hearing. It would not be appropriate for comment on this motion 
to be made herein and it is noted merely for the Commission’s convenience in 
reviewing the whole matter. 

The second motion concerns an appeal by the intervenors to the Commission 
requesting that the examiner’s ruling striking the testimony of a witness (Leland 
Olds) be reversed. The Commission deferred action on this motion until the 
entire record of the proceeding was before it for decision. With the filing of 
this report, this matter will be ripe for consideration, although it is doubtful 
what practical value this testimony might have if reinstated at this stage of 
the proceeding, even if it be assumed that the examiner’s action in striking it 
was error. 

Motions before the examiner 


The ruling on a motion by intervenors to strike exhibit No. 106, presented by 
the applicant, was deferred by the examiner until he disposed of the whole matter 
so that the applicant, the intervenors, and the staff could, if they chose, argue 
the matter in their briefs. While the intervenors note that this motion is 
still pending undetermined, and request a specific ruling on the motion, there 
have been no further grounds for such motion included in their brief nor any 
discussion or argument respecting the matter. In the circumstances, I have 
decided to leave the exhibit in its present status as a part of the record, largely 
because no new grounds have been advanced for changing its status. It should 
be noted that the examiner is aware that there is much in the record which could 
be excised now on review, if any useful purpose would be served thereby. Exhibit 
106 and the testimony which accompanied it have not been relied upon for any 
purpose by any of the parties or by the staff. It has played no part in the 
formulation of this report. Not having been used or relied upon by any party, 
it would appear to be in a sort of quasi-judicial limbo. Motion denied. 

Certain exhibits (exhibits 107-115) were submitted by the applicant during the 
course of the hearing which related to designs for impervious earth core dams. 
They were received in evidence over the objection of the intervenors who objected 
on the grounds that the exhibits were irrelevant and immaterial, inasmuch 
as the applicant had not proposed to build impervious earth core dams and no 
one else had, and that therefore the documents were not entitled to admission 
in evidence. Again, here are exhibits which have been bypassed by everyone 
in the proceeding. When the exhibits were received it was early in the hearing, 
and no one could have forecast the course of the matter at that time. Under 
section 10 (a) of the act, the Commission can “require the modification of any 
project and of the plans and specifications of the project works before approval.” 
It was not known at that time that recommendations might be made concerning 
design and material changes by the Commission’s staff experts. 

There is much in the record which, in the final analysis, has proved to have 
little or no materiality. To study selected examples of this class of evidence 
at this stage would appear to be a most unrewarding activity. Motion denied. 


Exceptions to adverse evidentiary rulings 


Appendix B of the interveners’ reply brief contains a notation of seven groups 
of adverse rulings to which “we also press exceptions.” It is proper for the 
interveners to note these matters to protect their rights in this fashion, although 
in view of this report, certain of the adverse rulings of the examiner may not 
appear to be prejudicial to the position of the interveners. 

Each of the groups of rulings have been carefully reviewed so that if it is 
seen that any error had been committed which should be corrected herein, such 
corrective action may be taken sua sponte. Some of the transcript page ref- 
erences do not appear to relate to any particular rulings but rather to statements 
of the examiner which might appear to reflect a prejudicial state of mind at the 
particular time. 

It would be remarkable indeed if, on review of a 20,000-page record, numerous 
errors by the examiner could not be found, or inconsistencies in rulings shown, 
which individually would appear to be lacking in fairness, and which would 
provide ammunition for claims that important rights of the parties have been 
disregarded. Doubtless, allegations of schoenobatic conduct by the examiner 
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will be made in the course of the proceedings which follows the issuance of this 
report and the findings contained therein. No reviewing authority will be ex- 
pected to read the whole transcript in minute detail, but if this were done, it 
might appear that many of the rulings complained of were motivated by an over- 
whelming desire of the undersigned hearing examiner to prevent the hearing 
from turning into an ideological Donnybrook Fair, which would have been in- 
consistent with the traditional standards of decorum applicable to judicial pro- 
ceedings which are applicable, as well, to administrative proceedings. 


Status of interveners 


Various orders have been issued by the Commission permitting certain parties 
to intervene in these proceedings. These interveners are as follows: 


1. Lewis County Public Utility District 
Public Utility District No. 1 of Klickitat County 
Benton County Public Utility District 
Clark County Public Utility District 
Public Utility District No. 1 of Skamania County 
Public Utility District No. 2 of Pacific County 
Public Utility District No. 3 of Mason County 
Franklin County Public Utility District No. 1 
2. National Hells Canyon Association (comprised of the following organiza- 
tions) : 
Oregon State Federation of Labor 
Washington Public Utility Districts Association 
Idaho Oregon Hells Canyon Association 
Oregon State Grange 
Montana Rural Electric Cooperative Association “State Wide” 
Idaho Rural Electric Cooperative, Inc. 
Washington State Grange 
The Columbia River Development League 
Washington State Federation of Labor 
Oregon State Industrial Union Council 
Northwest Public Power Association 
Oregon Farmers Union 
Idaho State Federation of Labor 
. The State of Washington 
. Albert C. Ullman, Byron C. Brinton, and Clinton Height, Jr. (Hells Canyon 
Development Association ) 
Idaho Oregon Hells Canyon Association 
Gus Norwood, the Northwest Public Power Association 
Mountain Home Reclamation Chapter, John Glasby, president 
. Joseph Chamber of Commerce, Joseph, Oreg. 
. Washington State Grange 
. Snake River Free Enterprise Association 
11. California Pacific Utilities Co. 
12. Independent Engineers for Private Enterprise 
13. National Rural Electric Cooperative Association 
14. Butler Ore Co. 


In each of the orders permitting intervention it was found by the Commission 
that “participation of the above-named petition in these proceedings may be in 
the public interest” (emphasis added). 

The qualified finding set forth above suggests that further consideration of 
the status of these parties as interveners is contemplated in connection with the 
Commission’s final decision in this matter. 

The granting or denying of intervention is, of course, beyond the scope of the 
authority given to the examiner by the Commission. However, it would appear 
appropriate to state briefly the nature of the participation of these various parties 
so that consideration may be given to the relationship of such participation to 
the allegations of the petitioner respecting the possible effect upon its interest 
by any order issued by the Commission in these matters. Such consideration 
would determine finally the eligibility of each of these parties to remain in the 
status of intervener during further procedural steps remaining in these dockets, 
such as the filing of exceptions, participation in oral argument, if such is granted, 
and applications for rehearing. 

Interveners Nos. 1 and 2 participated fully in the hearing in Washington, D. C., 
presented a number of witnesses and filed briefs. 


— 
SOKMNRN Kw 
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Intervener No. 3’s participation consisted of the presentation of a single tech- 
nical witness, several exhibits, and the filing of a brief which reiterates much 
of the opinion testimony of that witness on a very limited aspect of the proceeding. 

Interveners Nos. 4, 7, 8, 9, 10, and 11 participated to some extent in the non- 
technical sessions of the hearing in Baker, Oreg., and Boise, Idaho, in July 1952, 
but did not participate in any way in the Washington, D. C., sessions None of 
these interveners filed briefs. 

Interveners Nos. 5, 6, and 9 are “double interveners” inasmuch as they are 
covered by two separate orders permitting intervention. Such double status 
would appear to lack any advantage from either the standpoint of the parties 
or the Commission. These parties participated to some extent in the field hear- 
ings in 1952, but did not participate individually after their joinder with inter- 
vener No. 2. 

Intervener No. 12 participated in the Baker, Oreg., sessions of the hearing 
only and filed a brief. : 

Intervener No. 13 presented a single “position” witness in one of the sessions 
of the Washington, D. C., hearings but did not present any technical witnesses, 
participate in cross-examination, nor file a brief. 

Intervener No. 14 did not enter an appearance, presented no evidence, and 
filed no brief. 


UNITED STATES OF AMERICA 
FEDERAL POWER COMMISSION 
Project No. 1971, Project No. 2132, Project No. 2133 
In the Matter of Idaho Power Co. 


PRESIDING EXAMINER’S ORDER ISSUING LICENSE AND DENYING APPLICATIONS 
WITHOUT PREJUDICE 


Upon consideration of the entire record in this matter, including the reports 
of the Federal agencies and the briefs filed by the parties to this matter and 
the staff of the Commission, and upon the findings and conclusions set forth in 
the foregoing decision in this matter which are hereby adopted as a part hereof. 

It is ordered, subject to review by the Commission : 

(A) This license is issued to Idaho Power Co. under section 4 (e) of the 
Federal Power Act for a period of 50 years, effective as of the first day of the 
month in which the acknowledgment of acceptance hereof is filed with the Com- 
mission, for the construction, operation, and maintenance of the proposed Brown- 
lee project No. 2133, subject to the terms and conditions of the act which is incor- 
porated by reference as a part of this license, and subject to such rules and 
regulations as the Commission has issued or prescribed under the provisions of 
the act. 

(B) This license is also subject to the following terms and conditions set 
forth as articles 1 through 27 and which are the same as the terms and conditions 
set forth in form L-—6, December 15, 1953, entitled “Terms and Conditions of 
License for Unconstructed Major Project Affecting Navigable Waters and Lands 
of the United States,” and subject to the special conditions set forth herein as 
articles 28 through 43: 

Article 1—The entire project, as heretofore described, shall be subject 
to all the provisions, terms, and conditions of the license. 

Article 2.—No substantial change shall be made in the maps, plans, speci- 
fications, and statements described and designated as exhibits and approved 
by the Commission in its order as a part of the license until such change 
shall have been approved by the Commission: Provided, however, that if 
the Licensee or the Commission deems it necessary or desirable that said 
approved exhibits, or any of them, be changed, there shall be submitted to 
the Commission for approval amended, supplemental, or additional exhibit 
or exhibits covering the proposed changes which, upon approval by the 
Commission, shall become a part of the license and shall supersede, in whole 
or in part, such exhibit or exhibits theretofore made a part of the license 
as may be specified by the Commission. 

Article 3.—Said project works shall be constructed in substantial con- 
formity with the approved exhibits referred to in Article 2 herein or as 
changed in accordance with the provisions of said article. Except when 
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emergency shall require for the protection of navigation, life, health, or 
property, no substantial alteration or addition not in conformity with the 
approved plans shall be made to any dam or other project works under the 
license without the prior approval of the Commission; and any emergency 
alteration or addition so made shall thereafter be subject to such modifica- 
tion and change as the Commission may direct. Minor changes in the 
project works or divergence from such approved exhibits may be made if 
such changes will not result in decrease in efficiency, in material increase 
in cost, or in impairment of the general scheme of development; but any of 
such minor changes made without the prior approval of the Commission, 
which, in its judgment, have produced or will produce any of such results, 
shall be subject to such alteration as the Commission may direct. The 
Licensee shall comply with such rules and regulations of general or special 
applicability as the Commission may from time to time prescribe for the 
protection of life, health, or property. 

Article 4—The construction, operation, and maintenance of the project 
and any work incident to additions or alterations, whether or not conducted 
upon lands of the United States, shall be subject to the inspection and 
supervision of the Regional Engineer, Federal Power Commission, in the 
region wherein the project is located, or of such other officer or agent as 
the Commission may designate, who shall be the authorized representative 
of the Commission for such purposes. The Licensee shall furnish to said 
representative such information as he may require concerning the con- 
struction, operation, and maintenance of the project, and of any alteration 
thereof, and shall notify him of the date upon which work will begin, and 
as far in advance thereof as said representative may reasonably specify, 
and shall notify him promptly in writing of any suspensior of work for a 
period of more than one week, and of its resumption and completion. The 
Licensee shall allow him and other officers or employees of the United 
States, showing proper credentials, free and unrestricted access to, through, 
and across the project lands and project works in the performance of their 
official duties. 

Article 5.—Upon the completion of the project, or at such other time as 
the Commission may direct, the Licensee shall submit to the Commission 
for approval revised maps, plans, specifications, and statements insofar as 
necessary to show any divergence from or variations in the project area 
and project boundary as finally located or in the project works as actually 
constructed when compared with the area and boundary shown and the 
works described in the license or in the maps, plans, specifications, and 
statements approved by the Commission, together with a statement in 
writing setting forth the reasons which in the opinion of the Licensee neces- 
sitated or justified variations in or divergence from the approved maps, 
plans, specifications, and statements. Such revised maps, plans, specifica- 
tions, and statements shall, if and when approved by the Commission, be 
made a part of the license under the provisions of Article 2 hereof. 

Article 6.—For the purpose of determining the stage and flow of the stream 
or streams from which water is to be diverted for the operation of the 
project works, the amount of water held in and withdrawn from storage, 
and the effective head on the turbines, the Licensee shall install and there- 
after maintain such gages and stream-gaging stations as the Commission 
may deem necessary and best adapted to the requirements; and shall pro- 
vide for the required readings of such gages and for the adequate rating of 
such stations. The Licensee shall also install and maintain standard 
meters adequate for the determination of the amount of electric energy 
generated by said project works. The number, character, and location of 
gages, meters, or other measuring devices, and the method of operation 
thereof, shall at all times be satisfactory to the Commission and may be 
altered from time to time if necessary to secure adequate determinations, 
but such alteration shall not be made except with the approval of the 
Commission or upon the specific direction of the Commission. The in- 
stallation of gages, the ratings of said stream or streams, and the deter- 
mination of the flow thereof, shall be under the supervision of, or in co- 
operation with, the District Engineer of the United States Geological Sur- 
vey having charge of stream-gaging operations in the region of said project, 
and the Licensee shall advance to the United States Geological Survey 
the amount of funds estimated to be necessary for such supervision or co- 
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operation for such periods as may be mutually agreed upon. The Licensee 
shall keep accurate and sufficient record of the foregoing determinations to 
the satisfaction of the Commission, and shall make return of such records 
annually at such time and in such form as the Commission may prescribe. 

Article 7.—So for as is consistent with proper operation of the project, the 
Licensee shall allow the public free access, to a reasonable extent, to project 
waters and adjacent project lands owned by the Licensee for the purpose 
of full public utilization of such lands and waters for navigation and 
recreational purposes, including fishing and hunting, and shall allow to a 
reasonable extent for such purposes the construction of access roads, 
wharves, landings, and other facilities on its lands the occupancy of which 
may, in appropriate circumstances, be subject to payment of rent to the 
Licensee in a reasonable amount: Provided, that the Licensee may reserve 
from public access, such portions of the project waters, adjacent lands, and 
project facilities as may be necessary for the protection of life, health, and 
property and Provided further, that the Licensee’s consent to the construc- 
tion of access roads, wharves, landings, and other facilities shall not, with- 
out its express agreement, place upon the Licensee any obligation to 
construct or maintain such facilities. 

Article 8—In the construction and maintenance of the project, the location 
and standards of roads and trails, and other land uses, including the location 
and condition of quarries, borrow pits, spoil disposal areas, and sanitary 
facilities, shall be subject to the approval of the department or agency of 
the United States having supervision over the lands involved. 

Article 9.—Insofar as any material is dredged or excavated in the prosecu- 
tion of any work authorized under the license, or in the maintenance of the 
project, such material shall be removed and deposited so it will not interfere 
with navigation, and will be to the satisfaction of the District Engineer, 
Department of the Army, in charge of the locality. 

Article 10.—In the construction and maintenance of the project works, the 
Licensee shall place and maintain suitable structures and devices to reduce 
to a reasonable degree the liability of contact between its transmission lines, 
and telegraph, telephone, and other signal wires or power transmission lines 
constructed prior to its transmission lines and not owned by the Licensee, 
and shall also place and maintain suitable structures and devices to reduce 
to a reasonable degree the liability of any structures or wires falling and 
obstructing traffic and endangering life on highways, streets, or railroads. 

Article 11.—The Licensee shall make provision, or shall bear the reason- 
able cost, as determined by the agency of the United States affected, of 
making provision for avoiding inductive interference between any project 
transmission line or other project facility constructed, operated, or main- 
tained under the license, and any radio installation, telephone line, or other 
communication facility installed or constructed before or after construction 
of such project transmission line or other project facility and owned, oper- 
ated, or used by such agency of the United States in administering the lands 
under its jurisdiction. None of the provisions of this article is intended to 
relieve the Licensee from any responsibility or requirement which may be 
imposed by other lawful authority for avoiding or eliminating inductive 
interference. 

Article 12.—The Licensee shall clear such portions of transmission line 
rights-of-way across lands of the United States as are designated by the 
officer of the United States in charge of the lands; shall keep the areas so 
designated clear of new growth, all refuse, and inflammable material to the 
satisfaction of such officer; shall trim all branches of trees in contact with 
or liable to contact the transmission line; shall cut and remove all dead or 
leaning trees which might fall in contact with the transmission line; and 
shall take such other precautions against fire as may be required by such 
officer. No fires for the burning of waste material shall be set except with 
the prior written consent of the officer of the United States in charge of the 
lands as to time and place. 

Article 13.—Timber on lands of the United States cut, used, or destroyed 
in the construction and maintenance of the project works or in the clearing 
of said lands shall be paid for in accordance with the requirements of and 
at the current stumpage rates applicable to the sale of similar timber by the 
agency of the United States having jurisdiction over said lands; and all 
slash and debris resulting from the cutting or destruction of such timber 
shall be disposed of as the officer of such agency may direct. 
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Article 14.—The Licensee shall do everything reasonably within its power 
and shall require its employees, contractors, and employees of contractors to 
do everything reasonably within their power, both independently and upon 
request of officers of the agency of the United States concerned, to prevent, 
make advanced preparations for suppression, and suppress fires on lands 
occupied under the license. 

Article 15.—Whenever the United States shall desire to construct, com- 
plete, or improve navigation facilities in connection with the project, the 
Licensee shall convey to the United States, free of cost, such of its lands 
and its rights-of-way and such right of passage through its dams or other 
structures, and permit such control of pools as may be required to complete 
and maintain such navigation facilities. 

Article 16.—The Licensee shall furnish free of cost to the United States 
power for the operation and maintenance of navigation facilities at the 
voltage and frequency required by such facilities and at a point adjacent 
thereto, whether said facilities are constructed by the Licensee or by the 
United States. 

Article 17—The operation of any navigation facilities, which may be con- 
structed as a part of or in connection with any dam or diversion structure 
constituting a part of the project works, shall at all times be controlled by 
such reasonable rules and regulations in the interest of navigation, including 
the control of the level of the pool caused by such dam or diversion structure 
as may be made from time to time by the Secretary of the Army. Such 
rules and regulations may include the construction, maintenance, and opera- 
tion by the Licensee, at its own expense, of such lights and signals as may 
be directed by the Secretary of the Army. 

Article 18—The United States specifically retains and safeguards the 
right to use water in such amount, to be determined by the Secretary of the 
Army, aS may be necessary for the purposes of navigation on the navigable 
waterway affected ; and the operations of the Licensee, so far as they affect 
the use, storage and discharge from storage of water affected by the license, 
shall at all times be controlled by such reasonable rules and regulations as 
the Secretary of the Army may prescribe in the interest of navigation, and 
as the Commission may prescribe for the protection of life, health, and 
property, and in the interest of the fullest practicable conservation and 
utilization of such waters for power purposes and for other beneficial public 
uses, including recreational purposes; and the Licensee shall release water 
from the project reservoir at such rate in cubic feet per second, or such 
volume in acre-feet per specified period of time, as the Secretary of the Army 
may prescribe in the interest of navigation, or as the Commission may 
prescribe for the other purposes hereinbefore mentioned. 

Article 19.—The Licensee shall interpose no objection to, and shall in no 
way prevent, the use by the agency of the United States having jurisdiction 
over the lands of the United States affected or by persons or corporations 
occupying lands of the United States under permit, of water for fire sup- 
pression from any stream, conduit or body of water, natural or artificial, 
used by the Licensee in the operation of the project works covered by the 
license, or to the use by said parties of water for sanitary and domestic pur- 
poses from any stream or body of water, natural or artificial, used by the 
Licensee in the operation of the project works covered by the license. 

Article 20.—The Licensee shall be liable for injury to, or destruction of, 
any buildings, bridges, roads, trails, lands, or other property of the United 
States, occasioned by the construction, maintenance, or operation of the 
project works or of the works appurtenant or accessory thereto under the 
license. Arrangements to meet such liability, either by compensation for 
such injury or destruction, or by reconstruction or repair of repair of 
damaged property, or otherwise, shall be made with the appropriate depart- 
ment or agency of the United States. 

Article 21.—The Licensee shall allow any agency of the United States, 
without charge, to construct or permit to be constructed on, through, and 
across the project lands, conduits, chutes, ditches, railroads, roads, trails, 
telephone and powerlines, and other means of transportation and com- 
munication not inconsistent with the enjoyment of said Jands by the Licensee 
for the purposes stated in the license. This article shall not be construed 
as conferring upon the Licensee any right of use, occupancy, or enjoyment of 
the lands of the United States other than for the construction, operation, 
and maintenance of the project as stated in the license. 
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Article 22.—There is reserved to the appropriate department or agency of 
the United States, or of the State or county involved, the right to take over, 
maintain, and supervise the use of any project road as a public road after 
construction of the project works is completed. 

Article 23.—The actual legitimate original cost of the original project, and 
of any addition thereto or betterment thereof, shall be determined by the 
Commission in accordance with the Act and the Commission’s rules and 
regulations thereunder. 

Article 24.—After the first twenty (20) years of operation of the project 
under the license, six (6) percent per annum shall be the specified rate of 
return on the net investment in the project for determining surplus earnings 
of the project for the establishment and maintenance of amortization re- 
serves, pursuant to Section 10 (d) of the Act; one-half of the project surplus 
earnings, if any, accumulated after the first twenty years of operation under 
the license, in excess of six (6) percent per annum on the net investment, 
shall be set aside in a project amortization reserve account as of the end of 
each fiscal year, provided that, if and to the extent that there is a deficiency 
of project earnings below six (6) percent per annum for any fiscal year or 
years after the first twenty years of operation under the license, the amount 
of such deficiency shall be deducted from the amount of any surplus earnings 
accumulated thereafter until absorbed, and one-half of the remaining surplus 
earnings, if any, thus cumulatively computed, shall be set aside in the project 
amortization reserve account; and the amounts thus established in the 
project amortization reserve account shall be maintained therein until fur- 
ther order of the Commission. 

Article 25.—No lease of the project or part thereof whereby the lessee is 
granted the exclusive occupancy, possession, or use of project works for 
purposes of generating, transmitting, or distributing power shall be made 
without the prior written approval of the Commission ; and the Commission 
may if in its judgment the situation warrants, require that all the condi- 
tions of the license, of the Act, and of the rules and regulations of the 
Commission shall be applicable to such lease and to such property so leased 
to the same extent as if the lessee were the Licensee: Provided, that the 
provisions of this article shall not apply to parts of the project or project 
works which may be used by another jointly with the Licensee under a con- 
tract or agreement whereby the Licensee retains the occupancy, possession, 
and control of the property so used and receives adequate consideration for 
such joint use, or to leases of land while not required for purposes of gen- 
erating, transmitting, or distributing power, or to buildings or other property 
not built or used for said purposes, or to minor parts of the project or 
project works, the leasing of which will not interfere with the usefulness or 
efficient operation of the project by the Licensee for such purposes. 

Article 26—The Licensee, its successors and assigns shall, during the 
period of the license, retain the possession of all project property covered 
by the license as issued or as later amended, including the project area, 
the project works, and all franchises, easements, water rights, and rights 
of occupancy and use; and none of such properties necessary or useful to 
the project and to the development, transmission, and distribution of power 
therefrom will be voluntarily sold, transferred, abandoned, or otherwise 
disposed of without the approval of the Commission: Provided, that a mort- 
gage or trust deed or judicial sales made thereunder, or tax sales, shall 
not be deemed voluntary transfers within the meaning of this article. In 
the event the project is taken over by the United States upon the termina- 
tion of the license, as provided in Section 14 of the Act, or is transferred 
to a new licensee under the provisions of Section 15 of the Act, the Licensee, 
its successors and assigns will be responsible for and will make good any 
defect of title to or of right of user in any of such project property which 
is necessary or appropriate or valuable and serviceable in the maintenance 
and operation of the project, and will pay and discharge, or will assume 
responsibility for payment and discharge of all liens or encumbrances upon 
the project or project property created by the Licensee or created or incurred 
after the issuance of the license: Provided, that the provisions of this article 
are not intended to prevent the abandonment or the retirement from service 
of structures, equipment, or other project works in connection with re 
placements thereof when they become obsolete, inadequate, or inefficient for 
further service due to wear and tear, or to require the Licensee, for the 
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purpose of transferring the project to the United States or to a new licensee, 
to acquire any different title to or right of user in any of such project 
property than was necessary to acquire for its own purposes as Licensee. 

Article 27.—The terms and conditions expressly set forth in the license 
shall not be construed as impairing any terms and conditions of the Federal 
Power Act which are not expressly set forth herein. 

Article 28.—The Licensee shall commence construction of the Brownlee 
Project within one year of the effective date of this license, and shall there- 
after in good faith and with due diligence prosecute such construction; and 
shall complete the project in 36 months. 

Article 29.—The Licensee shall submit, in accordance with the Commis- 
sion’s rules and regulations, revised Exhibit L, and Licensee shall not begin 
construction of the project works until the Commission approves the exhibit. 

Article 30.—The final design of the spillway at the dam of the proposed 
project shall be based on model tests. 

Article 31.—The Licensee shall, within one year from the date of com- 
mencement of construction of the project, file with the Commission Exhibits 
F and K in accordance with the rules and regulations of the Commission. 

Article 32.—The Licensee shall, prior to flooding, clear all lands in the 
bottom and margin of the reservoir up to high water level, and shall dispose 
of all temporary structures, unused timber, brush, refuse, or inflammable 
material resulting from the clearing of the lands or from the construction 
and maintenance of the project works. In addition, all trees along the 
margin of the reservoir which may die during the operation of the project 
shall be removed. The clearing of the lands and the disposal of the material 
shall be done with due diligence and to the satisfaction of the authorized 
representative of the Commission. 

Article 33.—The licensee shall cooperate with Smithsonian Institution 
in the salvage of such archeological values as may be affected by the con- 
struction of the Brownlee Project, if any, and the Licensee shall, upon re- 
quest of that Institution, and further order of the Commission, contribute 
such sums, not to exceed $12,000, as may be required for archeological ex- 
cavations. 

Article 34.—The Licensee shall make available to the Secretary of the 
Interior, upon his request and further order of the Commission, a sum up 
to $250,000 for use by the Fish and Wildlife Service to carry out detailed 
studies of the extent and character of the fishery resources of the project 
area and to devise means and measures for mitigating losses of that resource. 

Article 35.—The Licensee shall construct, maintain and operate or shall 
arrange for the construction, maintenance and operation of such fish ladders, 
fish traps or other fish handling facilities or fish protective devices and 
provide fish hatchery facilities for the purpose of conserving the fishery re- 
sources and comply with reasonable modifications of the project structures 
and operation in the interest of fish life as may be prescribed hereafter by 
the Commission upon its own motion or upon the recommendations of the 
Secretary of the Interior and the conservation agencies of the States of 
Idaho and Oregon. 

Article 36.—The Licensee shall negotiate with the Fish and Game Commis- 
sion of the State of Oregon and Department of Fish and Game of the State 
of Idaho with respect to the amount the Licensee shall pay each year to 
defray a reasonable portion of the operation and maintenance cost of fishery 
facilities to be provided under the license. Should the Licensee and the 
State agencies fail to agree on the amount to be paid by the Licensee for 
such purpose, the Commission reserves the right to determine the amount 
of this annual payment after notice and opportunity for hearing. 

Article 87.—The Licensee shall negotiate with the Game Commission of the 
State of Oregon and the Department of Fish and Game of the State of Idaho 
with respect to the acquisition by the Licensee for the State agencies of 
island and marsh areas along the Snake River for development as substi- 
tutes for waterfowl] nesting areas to be lost by reservoir inundation. Should 
the Licensee and the State agencies fail to agree on the acquisition of such 
lands, the Commission reserves the right to make a final determination in this 
matter after notice and opportunity for hearing. 

Article 38.—The Licensee shall make available to the Secretary of the 
Interior, upon his request and further order of the Commission, a sum up to 
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$60,000 for the preparation by the National Park Service in cooperation 
with Licensee, of a recreation master plan. 

Article 39.—At such time as the Commission may direct and to the extent 
that it is economically sound and in the public interest to do so, after notice 
and opportunity for hearing, the Licensee shall install additional generating 
units at the Brownlee Project. 

Article 40.—In the interest of flood control the Licensee shall operate the 
project as follows: 

(a) The total live storage space of about 1,000,000 acre-feet between 
elevation 1976 and elevation 2077 mean sea level will be made available 
for flood control use if and as required. 

(b) The reservoir level elevation will be no higher than elevation 2034 
by 1 March of each year to provide about 500,000 acre-feet of storage 
space for flood control use at that time each year. 

(c) Additional storage space required up to 500,000 acre-feet will be 
obtained by evacuation as necessary during the month of March in a 
manner to insure availability on or before 1 April of the total storage 
capacity needed for flood control, as estimated by the Corps of Engineers. 
This space will be retained until capture of flood flows is requested by 

| the Corps of Engineers, subject to possible involuntary storage as may 
' be required due to temporary inflows in excess of outlet capacity, or 
until refilling in the interest of power output is authorized by the Corps 
of Engineers. In the event of involuntary storage, full capacity will be 
regained as soon as possible. 
(d@) During the flood storage period controlled outflows will be as 
requested by the Corps of Engineers. Daily outflows will be as requested 
by the Corps of Engineers. Daily outflows of 30,000 acre-feet, as a 
minimum, will be permitted when required for power purposes. 

(e) In order to achieve the above operation for flood control, discharge 
eapacity of 65,000 c. f. s. at minimum pool, elevation 1976, including 
gated outlet capacity plus one-half of the ultimate turbine capacity, is 
to be provided by the Licensee. 

(f) The above conditions will be subject to review from time to time 
as requested by the Licensee or the Corps of Engineers. 

Article 41.—The project shall be operated in the interest of navigation to 
maintain 13,000 c. f. s. flow in the Snake River at Lime Point (river mile 172) 
a minimum of 95% of the time, when determined by the Chief of Engineers 
to be necessary for navigation. Regulated flows of less than 13,000 ec. f. s. will 
' be limited to the months of July, August, and September, during which time 
| operation of the project would be in the best interest of power and naviga- 

tion, as mutually agreed to by the Licensee and the Corps of Engineers. The 
minimum flow during periods of low flow or normal minimum plant opera- 
tions will be 5,000 c. f. s. at Johnson’s Bar, at which point the maximum: 
variation in river stage will not exceed one foot per hour. These conditions 
will be subject to review from time to time as requested by either party. 

Article 42.—The Licensee shall pay the United States the following annual 
charges for the purpose of reimbursing it for the costs of administration of 
Part I of the Act: One (1) cent per horsepower on the authorized installed 
capacity (556,000 horsepower) plus two and one-half (244) cents per 1000 
kilowatt-hours of gross energy generated by the project during the calendar 
year for which charge is made. The Licensee shall also pay to the United 
States such charges as may be specified hereafter for the purpose of recom- 
pensing the United States for the use, occupancy and enjoyment of its lands, 
including transmission line right-of-way. 

Article 43.—The Commission expressly reserves the right to determine at a 
later date the question of what transmission line and appurtenant facilities 
shall be covered in this license and included as part of the project works. 

(C) The exhibits described in finding (55) above are approved as part of the 
license for the project. 

(DD) This order shall become final thirty (30) days from the date of its adop- 
tion and issuance by the Commission unless application for rehearing shall be 
filed as provided by Section 313 (a) of the Act, and failure to file such as appli- 
eation shall constitute acceptance of this license. In acknowledgment of the 
acceptance of this license, it shall be signed for the Licensee and returned to the 
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Commission within sixty (60) days from the date of issuance of the order of the 
Commission adopting this order. 

(EB) The applications filed herein for Project Nos. 1971 and 2132 are denied, 
without prejudice. 


Washington, D. C. 
Filed: May 6, 1955. 
Issued: May 6, 1955. 


Wim J. CosTret1o, Presiding Examiner. 


APPENDIX I 


Section 4 (e).—To issue licenses to citizens of the United States or to any 
association of such citizens, or to any corporation organized under the laws of 
the United States or any State thereof, or to any State or municipality for the 
purpose of constructing, operating, and maintaining dams, water conduits, reser- 
voirs, power houses, transmission lines, or other project works necessary or con- 
venient for the development and improvement of navigation and for the develop- 
ment, transmission, and utilization of power across, along, from or in any of the 
streams or other bodies of water over which Congress has jurisdiction under its 
authority to regulate commerce with foreign nations and among the several 
States, or upon any part of the public lands and reservations of the United States 
(including the Territories), or for the purpose of utilizing the surplus water or 
water power from any Government dam, except as herein provided: Provided, 
That licenses shall be issued within any reservation only after a finding by the 
Commission that the license will not interfere or be inconsistent with the pur- 
pose for which such reservation was created or acquired, and shall be subject to 
and contain such conditions as the Secretary of the department under whose 
supervision such reservation falls shall deem necessary for the adequate protec- 
tion and utilization of such reservation:* Provided further, That no license 
affecting the navigable capacity of any navigable waters of the United States 
shall be issued until the plans of the dam or other structures affecting navi- 
gation have been approved by the Chief of Engineers and the Secretary of War. 
Whenever the contemplated improvement is, in the judgment of the Commission, 
desirable and justified in the public interest for the purpose of improving or 
developing a waterway or waterways for the use or benefit of interstate or 
foreign-commerce, a finding to that effect shall be made by the Commission, and 
shall become a part of the records of the Commission : 

* * ca * * a + 


Section 7 (b).—Whenever, in the judgment of the Commission, the development 
of any water resources for public purposes should be undertaken by the United 
States itself, the Commission shall not approve any application for any project 
affecting such development, but shall cause to be made such examinations, sur- 
veys, reports, plans, and estimates of the cost of the proposed development as it 
may find necessary, and shall submit its findings to Congress with such recom- 
mendations as it may find appropriate concerning such development [41 Stat. 1067, 
49 Stat. 842; 16 U. S. C. 800]. 

+ * * * * ” a 

Section 9.—That each applicant for a license hereunder shall submit to the 
commission— 

(a) Such maps, plans, specifications, and estimates of cost as may be required 
for a full understanding of the proposed project. Such maps, plans, and specifi- 
cations when approved by the commission shal! be made a part of the license; 
and thereafter no change shall be made in said maps, plans, or specifications 


until such changes shall have been approved and made a part of such license by 
the commission. 


1The act of March 8. 1921 (41 Stat. 1353), reads as follows: 

“Be it enacted by the Senate and House of Representatives of the United States of 
America in Congress assembled, That hereafter no permit, license, lease, or authorization 
for dams, conduits, reservoirs, powerhouses, transmission lines, or other works for storage 
or carriage of water, or for the development, transmission, or utilization of power within 
the limits as now constituted of any national park or national monument shall be granted 
or made without specific authority of Congress, and so much of the Act of Congress ap- 

roved June 10, 1920, entitled ‘An Act to create a Federal Power Commission; to provide 
or the improvement of navigation: the development of wated power; the use of the public 
lands in relation thereto; and to repeal section 18 of the River and Harbor Aquegpeation 
Act, approved August 8, 1917, and for other purposes,’ approved June 10, 1920, as au- 


thorizes licensing such uses of existing national parks and national monuments by the 
Tederal Power Commission is hereby repealed.” [See Appendix.] 











RAPID AMORTIZATION IN REGULATED INDUSTRIES 1019 


(b) Satisfactory evidence that the applicant has complied with the require- 
ments of the laws of the State or States within which the proposed project is 
to be located with respect to bed and banks and to the appropriation, diversion, 
and use of water for power purposes and with respect to the right to engage in 
the business of developing, transmitting, and distributing power, and in any other 
business necessary to effect the purposes of a license under this Act. 

(ec) Such additional information as the commission may require [41 Stat. 1068; 
16 U.S. C. 802]. 

+ * * * a * a 

Section 10. [As amended August 26, 1935.|—All licenses issued under this Part 
shall be on the following conditions : 

(a) That the project adopted, including the maps, plans, and specifications, 
shall be such as in the judgment of the Commission will be best adapted to a com- 
prehensive plan for improving or developing a waterway or waterways for the 
use or benefit of interstate or foreign commerce, for the improvement and utiliza- 
tion of water-power development, and for other beneficial public uses, including 
recreational purposes; and if necessary in order to secure such plan the Com- 
mission shall have authority to require the modification of any project and of 
the plans and specifications of the project works before approval. 

+ * * oe * * a 


Section 13.—That the licensee shall commence the construction of the project 
works within the time fixed in the license, which shall not be more than two years 
from the date thereof, shall thereafter in good faith and with due diligence 
prosecute such construction, and shall with the time fixed in the license complete 
and put into operation such part of the ultimate development as the commission 
shall deem necessary to supply the reasonable needs of the then available market, 
and shall from time to time thereafter construct such portion of the balance of 
such development as the commission may direct, so as to supply adequately the 
reasonable market demands until such development shall have been completed. 
The periods for the commencement of construction may be extended once but not 
longer than two additional years and the period for the completion of construction 
carried on in good faith and with reasonable diligence may be extended by the 
commission when not incompatible with the public interests. In case the licensee 
shall not commence actual construction of the project works, or of any specified 
part thereof, within the time prescribed in the license or as extended by the com- 
mission, then, after due notice given, the license shall, as to such project works 
or part thereof, be terminated upon written order of the commission. In case the 
construction of the project works, or of any specified part thereof, have been begun 
but not completed within the time prescribed in the license, or as extended by the 
commission, then the Attorney General, upon the request of the commission, shall 
institute proceedings in equity in the district court of the United States for the 
district in which any part of the project is situated for the revocation of said 
license, the sale of the works constructed, and such other equitable relief as the 
case may demand, as provided for in section 26 hereof [41 Stat. 1071; 16 U. 8. C. 
806]. 

* * * * * * * 


Section 23 (b).—It shall be unlawful for any person, State, or municipality, for 
the purpose of developing electric power, to construct, operate, or maintain any 
dam, water conduit, reservoir, powerhouse, or other works incidental thereto 
across, along, or in any of the navigable waters of the United tSates, or upon 
any part of the public lands or reservations of the United States (including the 
Territories), or utilize the surplus water or water power from any Government 
dam, except under and in accordance with the terms of a permit or valid existing 
right-of-way granted prior to June 10, 1920, or a license granted pursuant to this 
Act. Any person, association, corporation, State, or municipality intending to 
construct a dam or other project works across, along, over, or in any stream or 
part thereof, other than those defined herein as navigable waters, and over which 
Congress has jurisdiction under its authority to regulate commerce with foreign 
nations and among the several States shall before such construction file declara- 
tion of such intention with the Commission, whereupon the Commission shall 
cause immediate investigation of such proposed construction to be made, and if 
upon investigation it shall find that the interests of interstate or foreign com- 
merce would be affected by such proposed construction such person, association, 
corporation, State, or municipality shall not construct, maintain, or operate such 
dam or other project works until it shall have applied for and shall have received 
a license under the provisions of this Act. If the Commission shall not so find, 
and if no public lands or reservations are affected, permission is hereby granted to 
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construct such dam or other project works in such stream upon compliance with 
State laws [41 Stat. 1075, 49 Stat. 846; 16 U.S. C. 816, 817]. 


* * * * * * * 


Section 27.—That nothing herein contained shall be construed as affecting or 
intending to affect or in any way to interfere with the laws of the respective 
States relating to the control, appropriation, use, or distribution of water used 
in irrigation or for municipal or other uses, or any vested right acquired therein 
[41 Stat. 1077; 16 U. S. C. 821]. 


* * * ok * * . 


EXTRACT FROM UNITED STATES CODE ANNOTATED, TITLE 43, CHAPTER 12A—BOULDER 
CANYON PROJECT 


§617e * * * limitation on authority of Federal Power Commission. 
+ + ok * * a s 


The Federal Power Commission is hereby directed not to issue or approve any 
permits or licenses under the Federal Power Act upon or affecting the Colorado 
River or any of its tributaries, except the Gila River, in the States of Colorado, 
Wyoming, Utah, New Mexico, Nevada, Arizona, and California until sections 
617-617t of this title shall become effective as provided in section 617c of this 
title. Dec. 21, 1928, c. 42, §6, 45 Stat. 1061; June 10, 1920, c. 285, § 320, as 
added Aug. 26, 1935, c. 687, Title II, § 213, 49 Stat. 863. 


APPENDrIx III 


The following appearances, in addition to those heretofore shown, were entered 
at various times during the course of the public hearing on these matters: 

For Idaho Power Co.: Clifford Fix, James K. Bruce, M. O. Leighton. 

For the State of Washington: Bernard Lonctot, Don Eastvold, power adviser to 
the Governor, State of Washington, Holland H. Houston. 

For Joseph Chamber of Commerce, Joseph, Oreg.: Max Wilson, Clinton E. 
Sinclair. 

For Pacific Power & Light Co.: A. E. Blair. 

For American Federation of Labor : Andrew J. Biemiller. 

For Hells Canyon Development Association: Lyle R. Wolff, Byron C. Brinton, 
Clinton Haight, Jr., Albert C. Ullman. 

For Northwest Public Power Association : Gus Norwood. 

For California Pacific Utility Co.: A. 8. Grant. 

For Independent Engineers for Private Enterprise: F. R. Schanck. 

For a group of citizens of Nyssa, Oreg.: John M. Graham. 

For Snake River Free Enterprise Association of Baker, Oreg.: David C. Silven. 

For Oregon Game Commission : C. J. Campbell. 

For National Hells Canyon Association and Lewis County Public Utility 
District et al.: C. Gerard Davidson, L. A. Nikoloric, Theodore A. Miller. 

For Idaho Oregon Hells Canyon Association: George A. Greenfield, G. H. R. 
Taylor, Lloyd Tupling. 

For National Rural Electric Cooperative Association: Lawrence Potamkin. 

For American Farm Bureau Federation : Matt Triggs. 

For Butler Ore Co.: Pierce Butler, III. 

For Washington State Grange: Edgar J. Wright. 

For Mountain Home Reclamation Chapter: John Glasby, Rober F. McLaughlin. 

For Secretary of the Interior: Howard R. Stinson, Joseph B. Brooks. 

For Oregon Region, Congress of Industrial Organizations: Chester C. Dustin. 

For Steck Motor Co. and other enterprises : Kenneth Steck. 

For Snake River Free Enterprise Association of Weiser, Idaho: Gene E. 
Stanford. 

For Lake Reservoir Co. and various other companies: James A. McClure. 

For Oregon Fish Commission : Robert W. Schoning. 

For the American Public Power Association : Alex Radin. 

For the staff of the Federal Power Commission: Willard W. Gatchell, Joseph 
BH. Hayden, Joseph B. Hobbs. 

For certain petitioners requesting that the Hells Canyon Dam site be reesrved: 
Mrs. Gracie Pfost, Member of Congress, First District, Idaho. 

For the Farmers Education and Cooperative Union: Robert G. Lewis. 
Staff counsel’s technical aides and consultants: 


Joseph J. A. Jessel, Ralph E. Coomes, Hollis M. Orem, Wilfrid A. 


Froggatt, Lesher Wing, Alan J. Meadowcroft, Thomas M. Crum, 
J. M. Shepley, C. B. Walton, Carl S. Marlatt. 
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UNITED STATES OF AMERICA, FEDERAL POWER COMMISSION 


Before Commissioners: Jerome K. Kuykendall, Chairman; Claude L. Draper, 
Nelson Lee Smith, Dale E. Doty, and Seaborn L. Digby. 


(Docket No. R-126) 


In the Matter of Treatment of Federal Income Taxes as Affected by Accelerated 
Amortization 


OPINION No. 264 


The Commission heretofore issued Notice of Proposed Rule Making to consider 
what rules, if any, should be promulgated with respect to the treatment of Fed- 
eral income taxes for accounting or ratemaking purposes, or both, under either 
the Natural Gas Act or the Federal Power Act, or both, in view of the accel- 
erated amortization of the cost of certain facilities permitted under section 124A 
of the Internal Revenue Code. 

Arguments were held on March 18 and on October 16, 1953. This opinion 
will deal only with the ratemaking aspect of the problem, and the accounting 
phase thereof will be dealt with at a later date. There are a number of natural 
gas companies which have received certificates of necessity for rapid amortiza- 
tion which are entitled to know how this Commission will treat these certificates 
in making rates. For this reason, this Commission is hereby announcing its 
policies in this regard. 

What is said herein will, of course, have equal applicability to the interstate 
sales for resale of electric public utilities subject to our jurisdiction, where all 
or a portion of the facilities which produce the energy thus sold have been con- 
structed pursuant to such a certificate. Since these interstate sales for resale 
of electricity are minor in comparison to the volume of intrastate and retail 
sales, we recognize that the impact of our policies, enunciated herein, on elec- 
tric public utilities is negligible, but that fact does not diminish or alter in any 
way the degree of our responsibility to the customers of the electric industry, 
and to the industry itself. 

Nevertheless we realize that the electric public utilities are governed almost 
wholly in this regard by State commissions. Twenty of the 21 Commissions 
which have acted have adopted positions consistent with the principles we are 
now enunciating. 

The accelerated amortization authorized by section 124A of the Internal Reve- 
nue Code was carried in section 218 of the Revenue Act of 1950. When the 
Senate Committee on Finance reported the bill, it recommended the insertion of 
section 218 in the House bill, which did not contain a similar provision. Sec- 
tion 124A was said by the Senate committee to have the same basic objectives as 
section 124 of the code which related to the amortization of emergency facilities 
during World War II. The former section 124 of the code having been made 
applicable to certified emergency facilities constructed by utility companies, as 
well as others, and the new section 124A having the same jurisdictional language 
and the same basic objectives, the new section, of course, is applicable to electric 
public utilities and natural gas companies and we have no alternative but to con- 
strue it so. In fact, no one who argued before us disputed this point. 

Under the accelerated amortization provision of section 124A, any taxpayer 
who has received a certificate of necessity issued by the proper defense agency 
for the construction of an emergency facility may elect to take a deduction from 
gross income over a period of 60 months for the amortization of a specified per- 
centage of the cost of such emergency facilities in lieu of equal annual deduc- 
tions for exhaustion, wear and tear, and obsolescence during the estimated life 
of the facilities. Congress sought by this accelerated amortization provision to 
encourage the construction with private capital of those facilities which were 
deemed of sufficient value to the national defense to warrant the issuance of a 
certificate of necessity. 

Thus, the recipient of a certificate of necessity obtains substantial deductions 

gainst net income for income tax purposes during each of the first 5 years, and 
much smaller deductions therefrom during the remainder of the normal amor- 
tization period. If the income-tax rates remained the same during the entire 
life of the facilities, the same amount of taxes ultimately would be paid under 
either accelerated or normal amortization. By the enactment of this law, Con- 
gress did not forgive the payment of any income taxes; it merely allowed pay- 
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ment of some of them to be deferred. This has the precise effect of a grant by 
our Government to a certificate holder of an interest-free loan. 

Although all parties concede that certificates of necessity issued to electric 
public utilities and natural-gas companies are perfectly valid and lawful, it has 
been strenuously argued that this Commission should nullify them by reducing 
the rates of such companies during the 5-year period of rapid amortization and 
thereby pass on to the customers of such companies the money which otherwise 
would inure to these companies by reason of their being permitted to defer pay- 
ment of a portion of their income taxes. 

The answer to this contention is that Congress obviously did not intend to 
make cash donations to the particular persons who happen to be, during the 
5-year period of accelerated amortization, the customers of the particular utilities 
which have received certificates of necessity. Such a result would be inconsistent 
with the effort of Congress to aid our national defense. 

It has been argued that some certificates were improvidently issued, and 
that we should for that reason prevent the holders thereof from receiving any 
benefit therefrom. While we have some question regarding the issuance of such 
certificates for property obviously having long-term usefulness, nevertheless we 
cannot usurp the authority or veto the acts of another agency of the Government. 
We accept the responsibility to abide by section 124A of the Internal Revenue 
Code and will, to the best of our ability, carry out the intent of Congress in our 
treatment of certificates of necessity issued thereunder. We have not been given, 
and consequently cannot accept, any authority or responsiblity for the issuance 
of any such certificates of necessity, and must recognize and accept those which 
have been issued by the agencies charged with that responsibility. 

Another contention which has been made is that income-tax rates probably 
will be reduced in the future, and consequently certificate holders will receive 
an undue advantage by having unusually large deductions from income taxes 
during a period of high taxes, which will not be fully offset by the smaller subse- 
quent deductions, if taxes are then lower. We cannot predict and should not 
speculate on future income-tax rates. Congress undoubtedly was aware of the 
possibility of income taxes being reduced. Nevertheless it enacted this legisla- 
tion. We have no power to enact different legislation. 

Still another contention which was advanced was that the amount of tem- 
porary cash savings which would accrue during the 5-year period of accelerated 
amortization should be charged to the depreciation reserve and thereby deducted 
from the rate base of the utility on the theory that it is equivalent to customers’ 
contributions, and therefore the utility should not be allowed to earn on these 
amounts. 

This argument is fallacious. The particular customers of a particular utility 
have not made this cash temporarily available to the utility. 

The customers are not called upon to do anything more or different than 
they are now doing. They will pay the same rates, no more, no less. They 
neither lend nor give their money to the utility. Their position is the same 
with accelerated amortization as it is without it. It is the other two parties to 
the transaction who change their position—the United States Government and 
the utility. The United States Treasury will not receive, in the 5-year period, 
money which it otherwise would have received, and the utility will have the 
money which the Treasury does not have during that period. Thereafter, the 
utility starts paying the money back to the Treasury. No contribution is made 
by the customers or by anyone else. 

The proposal to charge the temporary tax savings, during the 5-year period, 
to the depreciation reserve is clearly a device to reach a compromise, which 
will allow the certificate holder to receive some but not all the benefits Congress 
intended. Deferred taxes are not depreciation and should not arbitrarily be 
labeled as such in order to prevent a certificate holder from receiving what our 
Government has given him. 

This Commission is an agency of Congress created to perform certain legisla- 
tive functions which Congress has delegated to us. We have a legal and moral 
obligation to abide by and execute the laws of Congress. This obligation does 
not permit us to substitute our judgment for that of the Congress or nullify 
the clear congressional intent by administrative action. 

Much has been said concerning the extent of the benefits conferred by the 
issuance of these certificates and the advantages of the use of money without 
payment of interest thereon. This is wholly immaterial to the question now 
before the Commission. The law and the principle involved is the same whether 
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one certificate for a small amount has been issued, or whether a thousand cer- 
tificates for large amounts have been issued. 

In a number of cases, the investment made by a certificate holder in reliance 
on his certificate has been a major fraction of his previous total investment. All 
the plans suggested in these hearings to deprive the certificate holder of the 
benefit of his certificate would in some cases very probably place the certificate 
holder in a position where he could not meet his current obligations to 
creditors or shareholders. Such an eventuality would result either in serious 
impairment or abandonment of service and would not be in the public interest. 

It appears essential to continue the depreciation policies which we have here- 
tofore followed; namely, to relate the annual depreciation charge to the service 
life of the facility being depreciated. As applied to an emergency facility subject 
in whole or in part to accelerated amortization, the fact that temporary tax 
savings may be realized by the company through section 124A should not affect 
the annual charge for depreciation for ratemaking purposes. 

Not infrequently, the depreciation methods allowed and recognized by a regu- 
latory agency are not the same as those used by the utility for computing income 
taxes. We will recognize normal depreciation where a public utility or natural- 
gas company has the privilege of accelerated amortization under section 124A 
of the Internal Revenue Code. We will use all safeguards at our command to 
insure that the rate payer is protected from bearing any burden greater than 
normal depreciation after the period of accelerated amortization has expired. It 
has been contended that this is a difficult task and creates an unwieldy situation. 
Even if this were true, it is no reason to refuse to perform the duty. 

While it is clear to us that Congress, by the enactment of this law, did not 
intend to make gifts to the customers of the public utilities and natural-gas 
companies which received certificates, it is equally clear that Congress did not 
intend to provide a temporary fund to these companies which could be diverted 
to the payment of dividends to their shareholders. Since the possession of 
necessity certificates is essentially a deferment of tax liability, the accruals for 
taxes in excess of those actually paid should logically be treated, not as free 
and unrestricted income, but earmarked to provide for the future meeting of 
such liability. 

Consequently, we will take all steps necessary to insure that provision is made 
for meeting the deferred tax liability and the temporary savings produced by 
the deferral of taxes are not used, directly or indirectly, for the payment of 
dividends, but are used for the purpose intended ; namely, to aid in the construc- 
tion of the facilities described in the certificate which were deemed by our 
Government to be necessary to the national defense. 

We will treat accelerated amortization in accordance with the principles 
stated herein, in rate cases which come to us which have that factor in them. 
As stated above, the accounting treatment will be dealt with later. 

By the Commission. Commissioner Doty dissenting. 

LEON M. Fuquay, Secretary. 
Adopted: December 3, 1953. 
Issued : December 4, 1953. 

Docket No. R-126 


IN THE MATTER OF TREATMENT OF FEDERAL INCOME TAXES AS AFFECTED BY 
ACCELERATED AMORTIZATION 


Doty, Commissioner, dissenting : 

I dissent from the action of my associates in their decision in the above- 
mentioned docket. In my opinion the decision will require rate payers to pay 
far more than a fair return for utility services, contrary to a long line of pre- 
cedents established by this Commission which have been upheld by the courts. 
The decision will give utilities returns in excess of those necessary to render 
adequate service and to attract capital for proper expansion of facilities; it 
will impose unjust burdens on consumers equal to these excessive returns: it 
will unnecessarily complicate the regulatory process. 


THE PROBLEM 


Congress, during World War II and the present cold war period, authorized 
special income-tax deductions with respect to emergency facilities. The pres- 
ent law, section 124A of the Internal Revenue Code (Revenue Act of 1950), is 
patterned after former section 124 (Revenue Act of 1940)—so much so that we 
must look to the latter for the legislative history of the former. 
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Under the law, specified agencies of the Federal Government are empowered 
to issue certificates of necessity authorizing the cost, or a certain proportion of 
the cost,’ of emergency facilities to be taken as an income tax deduction over 
a period of 60 months, even though such facilities have a much longer service 
life when acquired for normal peacetime pursuits. 

It is evident that many of the utility facilities certificated will have a life in 
service considerably beyond the 60-month amortization period. For example, 
some facilities licensed by this Commission and for which accelerated amortiza- 
tion certificates have been issued will probably give service in the neighborhood 
of 100 years. By accelerating the depreciation deduction consequential savings 
in taxes will be realized in the amortization period. 

After the amortization period has ended, the accelerated depreciation de- 
duction will cease for tax purposes. Inasmuch as under the tax laws only 
100 percent of the cost of depreciable property may ultimately be recovered as 
depreciation expense, it is likely that annual depreciation expense subsequent 
to the amortization period, will be less than that normally allowable because of 
the previous acceleration as to part of the cost. 

The conflict between accelerated depreciation and normal depreciation, with 
attendant tax savings in the amortization period, has created a very serious 
regulatory problem. The majority of the Commission seek to solve this problem 
by permitting the recovery from rate payers in the amortization period of 
amounts which would have been payable as income taxes had the special ac- 
celerated depreciation deduction not been allowed. In other words, they would 
not, in fixing rates, give effect to the tax savings during this period, but rather, 
would treat such tax savings as tax expense, with offsetting credits to some 
kind of a special reserve. In the postamortization period they probably would 
not allow the actual income taxes payable on the business for each year, but 
instead would allow only the actual taxes reduced by a credit resulting from the 
allowance of more than actual taxes in the prior amortization period. 

The amounts which the utility will thus collect under the guise of taxes 
payable to the Government over some 25 to 100 years after the close of the 
amortization period will be available to the utility for its ordinary capital 
needs. The amount recouped as taxes will be substantially in excess of the 
actual taxes payable for a long period in the future and the excess could be 
used to pay off pro tanto securities issued to finance the emergency facilities 
or to purchase other facilities, the cost of which would then be included 
in the rate base. Unfortunately, under the decision of the majority in this case, 
the consumers will not in any manner whatsoever receive any credit for these 
large payments which, as noted above, can readily be used for capital purposes. 

The majority base their conclusions on what they believe to be the intention 
of Congress. In my opinion, they have seriously misinterpreted that intention. 

The general intention of Congress, as I will later show, was to allow rapid re- 
covery of the investment or part thereof in facilities which have a doubtful eco- 
nomic life at the end of the emergency period. The intention of Congress, there- 
fore, may best be carried out if we recognized accelerated depreciation in the 
fixing of rates. This would permit, at least in part, the rapid recovery of the 
investment.” 

It is well established that when utility customers pay for the cost of plant, 
which they do through the depreciation allowance, they are given credit for such 
payments through the deduction of the resulting depreciation reserve in the com- 
putation of the rate base. The Federal Power Commission was successful in 
having the Supreme Court of the United States approve this principle in the 
Hope case.* 

As to the amount of accelerated depreciation to be allowed in rate cases, at the 
present time I would allow an amount equal to the tax savings in the amortiza- 
tion period which is all that is claimed as additional expense at this time. I 
would not close my eyes, however, to claims for larger amounts upon a proper 
presentation as to probable economic loss during the amortization period. 


1JIt appears that about 45 percent of total cost of emergency facilities of gas and 
electric companies has been certified for allowance as accelerated depreciation. 

2This would also avoid the sudden changes in rates consistent with the aims of those 
who advocate normalizing income taxes. During the amortization period depreciation 
expense would be increased whereas taxes would decrease. In the postamortization period 
income taxes would presumably increase whereas depreciation expense would decrease 
‘because of cessation of accelerated depreciation. 

3 Federal Power Commission v. Hope Natural Gas Company, 320 U.S. 591. 
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LEGISLATIVE HISTORY 


The legislative history of section 124A of the Internal Revenue Code is meager ; 
we must look to its predecessor, section 124 (2d Revenue Act of 1940) to ascertain 
its purposes. The then Assistant Secretary of the Treasury, Mr. John L. Sulli- 
van, testified in support of the original measure as follows: 

“The agencies of the Government charged with the duty of letting contracts for 
national-defense orders have brought to the attention of the Treasury an aspect 
of the present income-tax law on which they have requested revision. I refer to 
the provisions for depreciation * * *. Under the existing law the taxpayer is 
permitted to spread the cost of his depreciable assets over their expected life 
* * * [However] * * * in those cases in which the plant and equipment will 
have little or no use after the completion of the defense program, the rate of de- 
preciation must be increased if the manufacturer is to have the opportunity of 
charging the cost against income during the period of emergency. Such acceler- 
ated depreciation or amortization cannot be allowed under existing law. The 
Advisory Commission to the Council on National Defense and the War and Navy 
Departments have informed the Treasury Department that the inability of manu- 
facturers to secure special amortization allowance is impeding the letting of de- 
fense contracts. Because of this situation the Treasury recommended to the 
subcommittee that provision be made by law for special amortization of the cost 
of new plant and equipment necessary to the defense program over a period of 5 
poate, 7 + =" 

The position of the industry, as was well explained by the Boston Chamber of 
Commerce : 

“It is, therefore, universally recognized that there must be some means pro- 
vided by which the cost of the expansion of plants for defense purposes may be 
deducted from gross income for tax purposes if the facilities thus provided cease 
to be useful when the present emergency passes. The best method is to allow a 
deduction from gross income similar to the deduction now allowed for deprecia- 
tion, obsolescence, or destruction by flood, fire, or other calamity of capital assets, 
under the heading of amortization of defense facilities.” ° 

Thus it was recognized that defense facilities might cease to have usefulness 
or at least experienced diminished usefulness at the end of the emergency period, 
hence it was necessary, in order to attract capital, to permit the rapid recovery 
of the investment, or a substantial part thereof, during such emergency period. 

This is made abundantly clear by the Committee on Expenditures in the Execu- 
tive Departments in a report to Congress in 1951: 

“When it is said that certificates of necessity were intended as an ‘incentive’ 
to private capital to build defense plants, all that properly means is that private 
enterprise would naturally be reluctant to invest in a war or emergency facility 
unless assured by a certificate of necessity that cognizance will be accorded by 
the Government to the probability that the facility will have a comparatively 
short economic life.” ® 
And— 

“This subcommittee believes the major factors controlling the percentage of 
the certificate should be the proper economic usefulness of the facility for other 
than defense purposes after 5 years * * *,”* 

The testimony of officials charged with the responsibility of issuing certificates 
of necessity shows that they considered accelerated depreciation allowances as 
their best estimates of the economic depreciation which would likely occur during 
the emergency period: 

“IT should say that it is largely the control; namely, what is in our best judg- 
ment our estimate of the profitable usefulness of the facility after the emergency 
period. I do appreciate that it is impossible to do that with mathematical 
precision.” * 

* * * * % * * 

“Mr. Casry. Is it not true that certificates of necessity were originally designed 
to cover the economic depreciation of the facility during the 5-year period as 
distinguished from physical depreciation? 


4 Joint hearings, Committee on Ways and Means, House of Representatives and Senate 
Committee on Finance, 76th Cong., 3d sess. 

© Joint hearings, supra, p. 477. 

© H. Rept. 504, 82d Cong., 1st sess., p. 17. 

7 House Report, supra, p. 3. 

8 Hearings into the policies, procedures, and program involving granting of certificates 
of necessity and loan, 82d Cong., Ist sess., p. 301, testimony of Frank H. Creedon, 
Assistant Administrator, Facilities Construction Bureau, National Production Authority. 
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“Mr. CREEDON. I believe that is correct; yes, sir.” ° 
* + * uk ea * os 


“Mr. Casey. In other words, under the practice and procedure at present where 
a percentage is fixed in the amount of 85 percent for a steel company, that 
logically should represent a determination in advance and as correctly as pos- 
sible under the circumstances that the facility will be 85 percent depreciated 
economically at the end of the 5-year period? 

“Mr. Kirsy. Yes; that is right.” ” 

Therefore, the basic purpose of accelerated depreciation is to permit rapid 
recovery, in whole or in part, of investments which might be in jeopardy (and, 
therefore, unattractive to investors) under normal depreciation practices. 

I accept without qualification the purpose of section 124A as shown by the 
legislative history. I accept, of course, the action of the appropriate defense 
agency officials in issuing certificates of necessity to companies subject to this 
Commission’s jurisdiction. I agree with my associates that it is not for this 
Commission to inquire into the reasonableness of their action. Our job, as far as 
is pertinent here, is the regulation of public utility rates—we take over in this 
matter where the defense agencies leave off. 


TREATMENT OF ACCELERATED DEPRECIATION IN RATE CASES 


In the treatment of accelerated depreciation for ratemaking purposes, we 
start with the knowledge that duly constituted agencies of the Federal Govern- 
ment have found that certain facilities are so closely identified with the national 
emergency as to require special depreciation allowances. I would, therefore, 
allow accelerated depreciation (in the amount of tax savings) in the computation 
of rates as well as for the purpose of accounting. 

My associates apparently would not allow additional depreciation expense, 
but instead would adjust the actual income tax expense upward by the amount 
of the tax savings due to the allowance of accelerated depreciation for income 
tax purposes. In the postamortization period, I presume income taxes would be 
adjusted downward. In other words, they reverse the process; they deny accel- 
erated depreciation and proclaim accelerated taxes. 

This procedure is erroneous, in my opinion, in at least four respects: (1) it 
does not conform to congressional intent, i. e., the allowance of accelerated de- 
preciation; (2) it results in overstatement of income taxes for 5 years and un- 
derstatement of such taxes for many years thereafter; (3) it is unwieldy; and 
(4) it fails completely to compensate the rate payer for his contribution to the 
capital of the utility. 

I have already discussed (1) above. As to the second point, the allowance of 
more income taxes than are legally due on the income for the 60-month period- 
more taxes than are lawfully accessible—is not sound. This Commission has 
held on several occasions that it will allow only actual taxes in the computa- 
tion of rates and the present decision is, therefore, a departure from well-rea- 
soned precedent.” 

True, my associates imply that they will offset the allowance of more than 
actual taxes during the 5-year amortization period by the allowance of less than 
actual taxes during the postemergency period. Of course, this proposal involves 
a great deal of speculation. Questions of future tax structure and tax rates af 
fect the equities of the proposition. Moreover, the allowance of less than actua! 
taxes, even though the offset excessive allowances in previous years, is a poor 
regulatory device. A large element of confusion is unnecessarily introduced into 
regulation by this approach including, among other things, the question of law 
as to the authority to require a utility to charge rates which will not allow full 
recovery of actual taxes. 

The method sanctioned by my associates is unwieldy at best. If the tax credits 
are to be made over the remaining life of the property, then tax adjustments in 
the case of some hydroelectric projects will be made for 100 years. Of course, 
the adjustments will never be made for this long period—the proposal will be 
abandoned because of the impracticallity long before the end of the service life 
of the property. On the other hand, if a rough period of, say, 25 to 30 years is 
taken as the period during which tax credits must be imposed, this is an ar)i- 


® Supra, pp. 301-302. Mr. Casey was counsel for the subcommittee. 
Supra, p. 341, Vance N. Kirby, tax legislative counsel, Treasury Department. 
United Fuel Gas Compony case, docket Nos. G-— 1781, G-—2055, Opinion No. 258—A, 
issued November 19, 1953; Transcontinental Gas Pipe Line Corp., docket No. G-—1842, 


Opinion No. 227, issued May 29, 1952. 
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trary determination resting solely on expediency, which likewise is a poor regu- 
latory standard. This latter procedure departs from the deferred tax theory 
and is plain recognition of the impracticalities of that theory. 

The annual upward adjustment of income taxes during the accelerated depre- 
ciation period will be large and the annual credits during the much longer suc- 
ceeding period will be much smaller. The net effect of this will likely be that 
consumers will stand the large bookkeeping increases in expense with little 
chance of getting any of the benefit from the small boukkeeping reductions 
thereafter. 

More important, however, is that the method proposed by my associates fails 
to give the rate payers any credit for their payment of hundreds of millions of 
dollars many years in advance of the time when such amounts are theoretically 
due as taxes. Thus under their method rate payers in 1954 will be charged for 
amounts earmarked as income taxes due as late as 1984 or 2004. Even if such 
amounts were actually prepayments of taxes, the rate payer should be compen- 
sated for the use of this money by the utility for such a long period of time. 

The method I advocate automatically eliminates any such inequities as the 
foregoing. The same dollars would be collected from rate payers initially, but 
the extra amounts would be treated as additional depreciation expense in ac- 
cordance with the underlying theory of accelerated depreciation. These dollars 
would be used to pay off the capital invested in the facilities or invested in new 
facilities. As the amounts are collected from the rate payer, the investment on 
which the rate payer pays a return would be correspondingly reduced. It has 
been the standard practice of this Commission almost since the inception of 
its rate regulatory authority to reduce the investment base by the depreciation 
allowance. Thus the Commission said in the Safe Harbor Water Power Corp. 
case: 

“There is no principle or concept of regulation, either in law or in fact, re 
quiring consumers to pay in perpetuity a return on the total capital initially 
embarked in the enterprise when such capital is periodically returned through 
depreciation charges in the absence of reinvestment of such capital in the 
utility’s operative property. Such return of capital terminates the consumers’ 
obligation.” * 

The decision of the Commission in that case was upheld by the United States 
Court of Appeals for the Third Circuit “ and certiorari was denied by the Su- 
preme Court of the United States.“ 

It is interesting to note that since the decision of the Supreme Court in the 
Hope case, most regulatory commissions deduct the depreciation reserve or its 
equivalent in the computation of the rate base.* 

The recognition of accelerated depreciation would accomplish the purpose of 
section 124A of the Internal Revenue Code in that it would permit the rapid 
recovery, at least in part, of capital invested in emergency facilities. This may 
be shown by the illustration below in which the following assumptions have 
been made: 

(a) Gross investment * * *, of which 60 percent has been approved as 
subject to accelerated depreciation ; 

(b) Normal service life, 40 years ; 

(c) Rate of return, 6 percent. 


Net investment at end of 
5 years 


Normal 


Accelerated 
depreciation 


depreciation 





———EE 
SN a | $1,000,000 $1, 0C0, 000 
Depreciation at 244 percent for 5 years_. 


Pena = (125, 000) (125, 000) 
Acceleration of nen - ax —— associated with $600,000 at 52 per- | 


cent tax rate) a TTS ee ee en eee jb camber hicte 278, 000) 


aie : 75000 | 602, 000 





Net investment -______- 





% State Com mission Jurisdiction and Regulation of Electric and Gas Utilities, 1948, 
Federal Power Commission, p 
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Thus the foregoing illustration shows that, under the method I propose, the 
utility would get back $398,000 as depreciation expense in the amortization 
period. This would permit the utility to pay off that amount of securities and 
to reduce its capital obligation to $602,000 at the end of that time. Obviously 
it would then need a fair return on only $602,000 to be saved whole and any 
larger allowance would constitute an additional benefit to the company. 

Under the rule announced by the majority, the ratepayer would pay the same 
$398,000 but only $125,000 would be classified as depreciation, the balance of 
$273,000 being classified in some special reserve. This latter amount could be 
used to reduce capital obligations or to finance expansions just as the higher 
allowance for depreciation could be used. However, the majority would give 
the ratepayers no credit for this advancement of capital. 

When we remember that certificates of necessity have been issued to electric 
and gas utilities providing for accelerated amortization of some $2 billion * the 
extent of the benefit may be imagined. Suffice it to say that on the basis of a 
6 percent return and an average life of 40 years, the additional income to the 
utility in excess of a fair return over the life of the property would amount to 
about $491,000 for every million dollars of investment subject to accelerated 
depreciation. 

The legislative history shows that it was the intention not to create such a 
benefit through enaction of section 124A. There is not a shred of evidence to 
the effect that utilities were to receive more than a fair return by the operation 
of that section. 

It has been stated that the income-tax saving in the amortization period is in 
effect an interest-free loan from the Government. I do not so construe it. The 
actual dollars come from customers. The amount has none of the characteristics 
of a loan, due date, amount certain, etc. The collection of additional taxes com- 
mensurate with the savings is somewhat speculative, depending upon tax rates 
and tax structures many years in the future. The Government in the past has 
made many loans to assist defense industries but the instant amounts are not 
in this category. 

Upon a decision™ of the Supreme Court of Pennsylvania, prepayments of 
income taxes for 1 year are considered advances of working capital. The court 
held it was arbitrary and unreasonable not to deduct the amounts thereof in 
computing the working-capital element of the rate base. This principle of law 
would seem to require the deduction from the plant element of the rate base, 
the larger “prepayments” required by my associates in this proceeding. 

To me, the problem would best be handled by the allowance of accelerated 
depreciation expense and the deduction of the resulting depreciation reserve from 
the rate base in the fixing of just and reasonable rates. This allowance, in my 
opinion, would conform to the principle of the Internal Revenue Code, it would 
permit rapid recovery of investment in defense facilities, it would treat rate- 
payers and the utilities fairly, and it would avoid the messy accounting which, 
I am sure, will ultimately be abandoned in the plan approved by the majority of 
this Commission. 

It has been said that the charging of tax savings as additional depreciation 
expense would interfere with the orderly calculation of depreciation. I do not 
agree with this view. First of all, to the extent that the defense facilities have 
a shorter than normal economic life, this fact must be allowed for. Secondly, 
we know that the depreciation expense at best is an estimate. We know that the 
reserves on the books frequently do not match the theoretically proper reserves. 
We know, too, that only the full cost of depreciable property should be recov- 
ered as depreciation expense. Studies from time to time are necessary to accom- 
plish this end. Changes in rates from time to time are necessary under any 
depreciation method. Studies of the remaining service life where accelerated 
depreciation is allowed must be made for income-tax purposes. Little or no 
additional studies would be necessary for the purposes of regulation. 

Finally, the method of spreading the net investment in plant at any given time 
over the remaining life is an approved procedure where sound depreciation prac- 
tices have been observed. This Commission has been using this method with 
respect to depletion allowances for a great many years. The committee on depre- 
ciation of the National Association of Railroad and Utilities Commissioners fully 
supports this application of the straight-line method. In that committee’s report 
for 1950 it says: 


% Only a small part of this total is involved in rates subject to this Commission’s 
jurisdiction. 


1 Pittsburgh v. Pennsylvania Public Utilities Commission, 88 A. 2d 59. 
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“The aim of depreciation accounting is to spread the cost of plant, less net 
salvage to be realized on retirement, as equitably as is practicable over the 
service life of the plant. This aim is difficult of precise achievement because the 
factors upon which depreciation charges are based will not be definitely known 
until the plant has been retired. During the time plant is in service, its average 
service life, the salvage expected to be realized, and the cost of removal expected 
to be incurred are necessarily estimates. These estimates are subject to change 
from time to time as more comprehensive information regarding past experience 
and probable future conditions become available. Nevertheless, it is not likely 
that the exact amount of depreciation expense charges required will have been 
provided unless a procedure is established for reconciliation of the estimates of 
depreciation accruals with the actualities which develop as the years pass by. 

“Such reconciliation can be made by application of the remaining life basis 
of depreciation accounting. Under this procedure, the cost of plant, less net 
salvage, and less depreciation already provided for, is spread over the remaining 
service life of the plant. In other words, the undepreciated cost is to be pro- 
vided during the remaining period of service of the plant. As plant becomes 
older, estimates of its total service life and remaining service life become more 
accurate, and final net salvage may be estimated more closely. Thus, the re- 
maining life basis for all practical purposes assures that the actual cost of 
depreciation will be charged during the life of plant.” * 

For the reasons stated I dissent from the action of the majority in this 
proceeding. 

DALE E. Doty, Commissioner. 

Filed: December 3, 195é 

Issued: December 4, 1953 


ANOTHER ADMINISTRATION GIVEAWAY AT HELLS CANYON—-STATEMENT DELIVERED 
IN THE SENATE BY SENATOR WAYNE MORSE 


Mr. Morse. Mr. President, a cynical hoax is being put over on the country’s 
taxpayers. The administration has talked piously of cutting Federal expendi- 
tures, particularly in the field of water-resources development. Partnership 
dams have been advertised by the Eisenhower administration as a means of 
reducing the Federal debt. 

Yet on Thursday, April 25, the Office of Defense Mobilization announced a 
multi-million-dollar tax handout to the Idaho Power Co. to build two inadequate 
dams in the Hells Canyon area of the Columbia River Basin. Since early 1953, 
this administration has opposed the full development of Hells Canyon for flood 
control, electric power, navigation, irrigation, and recreation, and has favored 
and supported the Idaho Power Co.’s plan for less than full development. 

Repeatedly it has been claimed that this plan will save the taxpayers money. 
Administration apologists have made this claim. One example is the adverse 
report of the Interior Department on the Federal Hells Canyon Dam bill in 
the last session. 

The saving factor was commented upon by the Federal Power Commission 
Examiner in his report of May 4, 1956: 

“One of the seemingly attractive aspects of the Idaho Power proposal and 
one which has been exploited and publicized was that Idaho Power would, 
without cost to the taxpayer, relieve this need (for electric power) to a sub- 
stantial extent.” 

In 1956, before the Senate vote on the Hells Canyon bill, full page advertise- 
ments in national magazines, expensive advertisements, propagandized that the 
Idaho Power Co. dams at Hells Canyon would save the taxpayers money. Those 
ads were paid for by electric power ratepayers. 

Now the cat is out of the bag: The United States Treasury will subsidize the 
private-utility inadequate dams. The backers of the Federal high Hells Canyon 
Dam predicted that this would be the case. 

Last Thursday ODM announced that quick-tax-writeoff certificates amounting 
to $65,206,094 were to be issued to the company. In fact, the certificates are 
not for a definite dollar amount; they are for 65 percent of Brownlee Dam and 
60 percent of Oxbow Dam. The cost of these dams, in the Interior Department 
recommendation to ODM that the tax subsidy be given, understates the cost of 
the two dams by many millions below the estimates of Interior’s own experts 
and the findings of the Federal Power Commission. The lower figures are based 


8 Proceedings of the 62d Annual Convention of the National Association of Railroad 
and Utilities Commissioners, report of the committee on depreciation, p. 242. 
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on the company’s claims, rejected by the Department of the Interior’s engineers 
and cost experts, rejected by the FPC examiner, and not accepted by the FPC. 
So the actual value of the certificates will be far greater. 

What does this mean? The ordinary taxpayer can deduct only a fraction of 
the cost of capital investments from his taxable income. But the quick-tax- 
writeoff certificate means that Idaho Power Co. can deduct one-fifth the total 
value of the certificate for each of the first 5 years, reducing by that amount the 
amount of taxable income. 

Even on the basis of the low estimates used by Interior and the Office of 
Defense Mobilization, the Idaho Power Co. will not have to pay, but will save 
$29,250,000 in taxes during the next 5 years. 


UNITED STATES GIVES TAX-FREE LOAN TO IDAHO POWER CO. AT HELLS CANYON 


The Federal Power Commission in 1953 characterized these tax writeoffs as 
follows: 

“This has the precise effect of a grant by our Government to a certificate 
holder of an interest-free loan.” * 

Mr. President, I digress here because I wish to point out that when a labor- 
union leader takes $200,000 or $400,000 or X amount of dollars for an interest- 
free loan to himself, in my judgment, he commits an act of immorality. Like- 
wise, I say, Mr. President, that when the Eisenhower administration deals in 
this kind of executive immorality, it steals, based on moral terms, from the tax- 
payers of the United States; and it is about time that in the Congress a few 
Members have the courage to protest and to call this administration what it is— 
an administration honeycombed with political immorality. O Mr. President, 
the stealing is done within the terms of the law; the officials can say that the 
Office of Defense Mobilization has a right under the law to do what it is doing 
in this case. But that does not make it moral, Mr. President. Instead, it makes 
it rotten. This administration is so rotten that it stinks to high heaven; and 
the time has come to draw the issue with this administration in regard to such 
a handout to American big business. It is a shocking betrayal of a public trust. 
It cannot be justified. 

Mr. President, I am one Senator who proposes to tell the American people, on 
the basis of the facts, what this administration is doing to them as taxpayers by 
putting its hands into the taxpayers’ pockets and giving an interest-free loan 
to the Idaho Power Co. and to other big businesses in the United States by means 
of such a deal by way of an accelerated tax-amortization program which cannot 
be justified on national-defense grounds. 

In a moment I shall deal further with that matter; but first I wish to state 
what this acton really is—namely, a shocking betrayal of the taxpayers of the 
United States. 

Mr. President, I have grown weary of the sanctimonious pronouncements of 
the President of the United States which would lead the American people to 
believe that he does not stoop to the kind of tactics with which I now charge 
him. I am fed up with his sanctimonious pronouncements, Mr. President. The 
time has come to place the responsibiilty directly where it belongs—right on the 
shoulders of Dwight D. Eisenhower. I say to the President, “Come on; tell the 
American people how you can justify this action on any ground of political 
morality.” 

Mr. President, I believe it is our duty to speak against the immorality of a 
labor-union leader when he takes interest-free money out of the pockets of the 
members of the union, and I think it is also time to speak out against the Presi- 
dent of the United States when he allows this kind of immorality to run through 
his administration and does not put a stop to it. 

So I throw back to his teeth the language of his own Federal Power Commis- 
sion in 1953, when it characterized these tax writeoffs as follows: 

“This has the precise effect of a grant by our Government to a certificate 
holder of an interest-free loan.” 

Mr. President, on the most conservative basis, a 50-year loan of $29,250,000 
at 6 percent is worth $329 million. That shows what a handout it is. Those 
responsible think the average citizen will not realize what the interest will 
amount to over a period of 50 years. Otherwise, of course, if they had to figure 
the depreciation at the regular rate, there would be a cost to them of additional 
millions of dollars. That indicates the kind of giveaway in which the adminis- 


1Matter of Treatment of Federal Income Taxes as Affected by Accelerated Amortiza- 
tion, FPC Opinion No. 264, December 3, 1953. 
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tration is participating in this instance. It indicates what Idaho Power is 
getting for quick tax writeoffs, instead of making normal deductions over a 
50-year period. Indeed, the 50-year depreciation period is conservative, for the 
useful life of a dam is much greater. As an example, the Washington Water 
Power's Cabinet Gorge Dam is given a normal depreciation life of 70 years. 


HANDOUT MEANS LARGER FEDERAL DEBT 


In very simple terms, the Idaho Power Co. is being permitted to avoid millions 
of dollars of tax payments during the next 5 years. This means shifting the 
burden of that tax loss, plus interest payments, to other taxpayers. 

The 1956 staff report of the Joint Committee on Internal Revenue Taxation 
makes this quite clear. In describing the effect of this form of tax amortization, 
it says: 

“If the budget is to be balanced, larger burdens are imposed on the rest of the 
taxpayers.” 

I may add that if the budget is not balanced, the taxpayers also must pay 
interest for the increase in the national debt. So, in this kind of doubledealing, 
the taxpayers lose both ways. 

Only a few weeks ago, the administration walked out on a campaign pledge 
to reduce taxes for small corporations. It did so because, it claimed, the 
Treasury could not afford the lost revenues. Small corporations lost the relief 
they needed, because of the defeat of the Fulbright amendment. 


SUBSIDY FOR HIGH-COST POWER 


Yet in the last 6 years, $3.34 billion—yes, billion—in tax writeoffs have been 
granted to electric power companies—more than half in the past 4 years— 
1953-56—according to the joint committee. 


The joint committee staff report states: 

“Rapid amortization is a form of special Government assistance to private 
manufacturers, or, bluntly, a subsidy.” 

Theoretically, it is designed to be an incentive to build capacity which would 
otherwise not be built. In this case, the subsidy comes after the company started 
to build. 

This is a very interesting circumstance, As I pointed out in August 1955, the 
Idaho Power Co. in August 1953 applied for tax writeoffs on only Brownlee Dam 
and Oxbow Dam, but not for little Hells Canyon Dam, the third dam in its so- 
called plan. Two years later—in August 1955—the Federal Power Commission 
granted licenses on only Brownlee Dam and Oxbow Dam; and delayed—probably 
forever—any requirement for building the third dam, little Hells Canyon. This 
was surprising foresight on the part of the company—to be able to predict what 
the Federal Power Commission would do. 

Let us look at another example of incredible foresight. The Federal Power 
Commission’s examiner found—-on the basis of a very detailed record—that the 
Idaho Power Co. power in the Hells Canyon area would cost 7.6 mills for Brown- 
lee Dam, and 6.6 mills per kilowatt-hour for all 3 dams. He found that there 
was no market for such fancy-priced power in the Idaho Power Co. service area, 
and still less of a market in Oregon and Washington, where power prices are much 
lower. 

But the company started to build Brownlee Dam anyway. How did it know 
that the Office of Defense Mobilization would come along with this multi-million- 
dollar subsidy to help it out—with taxpayers’ money? 

Yes ; this is a fascinating coincidence, Mr. President. 


CASE FULL OF COINCIDENCES 


There are other fascinating coincidences in the Hells Canyon controversy. On 
May 5, 1953, the Secretary of the Interior withdrew his predecessor’s objections 
to the Idaho Power Co.’s license application when only the Oxbow Dam applica- 
tion was on file. He based his letter on the company’s three-dam plan. Only 
after the Secretary’s letter did the company‘s stockholders authorize the three- 
dam license applications—a few days later, for the company’s annual meeting is 
always in early May. 

Again, in 1955, the Federal Power Commission examiner’s report came out a 
few days before the company’s annual meeting. 

Again, in 1957, the Office of Defense Mobilization gift is announced a few days 
before the stockholders’ meeting in Maine. 


94133—57—pt. 2——-27 
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ODM IGNORES FORMAL PROTESTS AND FACTUAL CHALLENGES 


In February 1956, a group of Senators and Representatives filed with the Office 
of Defense Mobilization a detailed protest to the grant of these certificates. Our 
protest was based on factual errors and misrepresentations in the Interior De- 
partment’s recommendation to ODM and the ODM staff analysis. 

So, for example, we showed that, contrary to the assertion by the Department 
of the Interior, the company dams would not make usable power available to 
western Oregon and Washington, where a power shortage impends. 

We showed that neither memorandum set forth any evidence for the bald asser- 
tion that Idaho Power Co. would use the power to serve defense industry; and, 
from our knowledge of the area, we can assert there is none of any magnitude 
there. Further, at the power costs shown to be attached to these second-rate 
dams, defense industry will have no use for the electricity generated by them. 


AN ATTEMPT TO EVADE BYRD HEARINGS? 


For some time, the chairman of the Senate Finance Committee has made clear 
that he proposed a study of ODM’s quick-tax-writeoff program, especially as 
it pertains to private utilities. Indeed, his hearings are scheduled to begin this 
week, on May 2. A specific subject for consideration during the hearing is the 
Idaho Power Co.’s Hells Canyon applications. 

It would appear that despite this impending hearing, addressed in part to 
this case, ODM nonetheless went ahead to close out the case. In other words, 
they wanted to jump the gun. They wanted to get ahead of the Senate com- 
mittee. They made the grant before the Senate committee could conduct its 
hearings. 

This is another example of how the executive departments, under this adminis- 
tration, try to give congressional committees the runaround. I happened to be 
presiding today over a subcommittee going into the problem of the radio daytime 
question—not into the substantive question, but into the procedural question 
as to why the Federal Communications Commission has not given the daytime 
broadcasters a decision on their petition so that they would be able to process 
their appeals to a higher court if a decision went against them—in keeping 
with our historic judicial process. To my shocking surprise, I received a message 
from the staff that the Commission did not think a member of the Commission 
should come to the hearing; but apparently the Commission was willing to send 
a subordinate. As a lawyer, I would not think of interfering with a decision of 
the Commission on its merits, but it is rather shocking to learn that the Com- 
mission will not send a member of the Commission to a hearing when it is looking 
into the question of dilatory delays in handing down a decision in this case. 

It should be emphasized that these administrative law tribunals are children 
of the Congress. The Congress happens to be their legislative parent. They 
are agents of the Congress, responsible to the Congress. It happens to be the 
duty of the Congress when any administrative agency, whether it be the Federal 
Power Commission, the Federal Communications Commission, or any other 
administrative agency, is charged by responsible citizens with dereliction of 
duty, to look into the matter and ascertain what the facts are, and members 
of those agencies should appear before appropriate committees of Congress and 
make their statements. 

I shall await with interest tomorrow morning to see whether or not the Federal 
Communications Commission sends a member of the Commission to speak in 
behalf of the Commission. If it does not, my recommendation will be that our 
committee take appropriate action, and there will then be an appropriate reso- 
lution from me presented on the floor of the Senate. 

Mr. O’MAnOonNeEY. Mr. President, will the Senator yield? 

Mr. Morse. I yield. 

Mr. O’MAHONEY. I am very happy to hear the Senator from Oregon make 
these remarks. The time has long passed since there has grown out of all 
proportion the development toward disregard of the legislative powers of Con- 
gress by the boards and commissions to whom we have delegated legislative 
power. 

It has occurred to me on numerous occasions that one of the best ways, per- 
haps, to handle this matter would be in conjunction with the confirmation of all 
nominees to any board or commission. I myself have adopted that practice 
on the Judiciary Committee. When, by chance, I have been appointed to con- 
duct hearings on certain nominations, I have always taken the caution to put 
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the nominee under oath and have asked the nominee, while under oath, if, should 
he be confirmed to the position to which he was nominated, he would carry out 
the law as it is written by the Congress, without fear or favor, and without 
partisanship toward the executive branch of the Government. It works. The 
Congress, particularly the Senate, should not overlook the power it has in the 
confirmation of officials. 1 think we ought to make it a practice, throughout the 
committees of Congress, in passing upon nominations, to make certain that the 
nominees understand that they are not responsible to the White House. 

A very unfortunate thing happened several years ago, under this administra- 
tion, when one of the reorganization acts was created. Under the Truman ad- 
ministration, the Senator will recall, a reorganization act suggested by the Hoover 
Commission was adopted, which provided that the chairmen of most of the com- 
missions should be appointed by the President when he made the original nomina- 
tion, and the chairman was given certain housekeeping authorities. The purpose 
of that was to save money. But now the White House constantly channels 
information and policy designs to the chairmen of the various commissions. The 
Federal Communications Commission, I have no doubt, is one. The Civil Aero- 
nautics Board is another. The White House tells the chairman what the White 
House policy is, in spite of the intent and purpose of the law, which is that a 
commission should be an independent agency, exercising delegated powers from 
Congress, to sit in a semiofficial capacity, listening to all sides, and not serving 
the purpose of the White House. 

We now learn from the papers that the White House is about to ask for au- 
thority to build a new executive mansion—a vast new building—either on the 
Ellipse, where employees from the various departments play baseball, or perhaps 
on Lafayette Square. The White House is no longer large enough to accommo- 
date the anonymous assistants of the President who carry on the work of the 
President when he does not do it himself. 

I am very happy that the Senator from Oregon has made this allusion to a 
very important phase of the decline in the powers of Congress. I hope he will 
insist that the Commission be represented before the committee tomorrow. 

Mr. Morse. I shall insist. 

Mr. O’Manoney. And I shall be happy to give all the poor assistance I can 
in helping the Senator to get the results that are necessary. 

Mr. Morse. I wish to say that I agree with what the Senator from Wyoming 
has said, and I am particularly pleased to have his contribution to this discus- 
sion, because I know of no man in the Senate who is a greater authority on 
the administrative law process than is the Senator from Wyoming. 

What we are dealing with again is the whole question of responsibility to the 
Congress of administrative agencies created by the Congress. The difficulty 
with too many of the men in these agencies is that their heads have become 
too big for their hats. A good example of that is Mr. Gray of ODM. He owed 
it to the Congress of the United States to withhold a decision on this matter, 
instead of granting the certificate, until he heard from the Senate through the 
Byrd committee. And before I finish, I shall put into the record the position 
of the Senator from Virginia [Mr. Robertson] in regard to the hasty action 
Mr. Gray is guilty of. 

In addition, the present chairman of the Joint Committee on Defense Produc- 
tion, when vice chairman of the Committee last year, advised Director Flemming 
of his opposition to these certificates. Pursuant to his instructions the Director 
was put on notice that the Senator from Virginia |Mr. Robertson] last year, 
after adjournment, had directed a study and asked for hearings; and I shall 
quote from the request of the Senator from Virginia [Mr. Robertson]: 

“With particular reference to the Oxbow and Brownlee projects on the Snake 
River in the Northwest.” 

This was a request by the Senator from Virginia [Mr. Robertson] for a com- 
mittee hearing on this matter, pending before ODM, and in spite of that, Mr. 
Gray proceeded to issue these certificates. In my judgment, by so doing, he 
stands in contempt of the Robertson committee, and I happen to be one who 
believes he ought to be so charged. 

After all, Mr. President, the Robertson committee had the right to ask for 
this postponement until an investigation into the facts could be made. The 
Senator from Virginia [Mr. Robertson] is now chairman of the committee. The 
action of the ODM is a strange reply to the chairman of a congressional joint 
committee with jurisdiction over the subject. Indeed, ODM’s unseemly haste 


appears to be an attempt to avoid and evade congressional scrutiny of its 
actions. 
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I know why they would want to do that, because the granting of the certifi- 
cate could not be justified on the basis of the record that would be made before 
the Robertson committee. 

This act of political immorality upon the part of Gray could not have been 
justified, Mr. President. He knows it, but he did not want to wait for the 
Robertson committee to present the facts. That is the kind of irresponsible 
conduct we are getting from an agency head under this administration, and it 
is about time we made clear to this administration that the fight is on, and 
we do not intend to let this kind of defeat of the public interest go unchallenged 
any longer. 

Mr. President, I ask unanimous consent to have printed in the Record at this 
point the correspondence of the Senator from Virginia [Mr. Robertson], with the 
ODM on this matter, which he has graciously supplied to me. 

There being no objection, the correspondence was ordered to be printed in the 
Record, as follows: 

JULY 23, 1956. 
Hon. ArtHur §S. FLEMMING, 
Director, Office of Defense Mobilization, 
Executive Office of the President, 
Washington, D. C. 


Dear Dr. FLEMMING: The Idaho Power Co. has asked for accelerated depletion 
on its Oxbow and Brownlee Dams on the Snake River, totaling I believe, $103 
million, but has not asked for accelerated depletion on the Hells Canyon Dam 
and officials of the company have told Senator Watkins of Utah that it did not 
plan to ask for accelerated depletion on the Hells Canyon Dam if the Federal 
Power Commission granted it a certificate to build it. 

In my opinion, none of these power projects can meet the test of the accelerated- 
depletion law as being essential to the defense effort and, therefore, I hope the 
request heretofore submitted for the Oxbow and Brownlee Dams will be denied. 

With kindest regards I am, 

Sincerely yours, 
A, WILLIS ROBERTSON. 


JULY 24, 1956. 
Hon. ArTHUR S. FLEMMING, 
Director, Office of Defense Mobilization, 
Executive Office of the President, 
Washington, D. C. 


Dear Dr. FremmMine: Senator A. Willis Robertson, vice chairman of the Joint 
Committee on Defense Production, has requested a further study of the mobiliza- 
tion program with respect to the issuance of certificates of necessity for acceler- 
ated tax amortization, with particular reference to the Oxbow and Brownlee 
projects on the Snake River in the Northwest. 

Senator Robertson has also indicated that he intends to request that the Joint 
Committee on Defense Production hold hearings on these two applications for 
certificates of necessity. 

I am advising you of the above in order that there may be an adequate oppor- 
tunity for study and due consideration of these matters prior to a final determi- 
nation. 

Sincerely yours, 
HAROLD J. WARREN. 


AveustT 22, 1956. 
Hon. ArtHur S. FLEMMING, 
Director, Office of Defense Mobilization, 
Executive Office of the President, 
Washington, D. C. 


Dear Dr. FLEMMING: Under the heading “Washington Whispers” it is stated 
in U. S. News & World Report of August 24 that the steel companies will ask the 
privilege of rapid amortization of new steel facilities as part of the settlement of 
the wage price issue within the industry. 

What I said in a recent letter to you about the amortization of new power- 
plants applies equally as well to new steel plants. Should new steel plants be 
built they will be built for purely peacetime production. The only authority the 
Government has to grant special amortization privileges as tax-saving devices 
is to encourage the construction of new facilities needed for war production. 
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Senator Byrd, chairman of the Senate Finance Committee, has directed the staff 
of the Joint Committee on Internal Revenue Taxation to conduct an exhaustive 
study this fall of amortization laws and the manner in which they have been 
employed to secure tax deductions. Personally, I do not think there is anything 
radically wrong with the law but, of course, there is, an old political saying “no 
law can rise above its enforcement.” 
With kindest regards, I am, 
Sincerely yours, 
A. WILLIs ROBERTSON. 


EXECUTIVE OFFICE OF THE PRESIDENT, 
OFFICE OF DEFENSE MOBILIZATION, 
Washington, D. C., August 24, 1956. 
Hon. A. WILLIS ROBERTSON, 
United States Senate, 
Washington, D. C. 


Dear SENATOR ROBERTSON: I deeply appreciated your thoughtfulness in writ- 
ing me relative to the applications for rapid tax amortization filed by the Idaho 
Power Co. on its Oxbow and Brownlee Dams on the Snake River. 

I can assure you that your views will be given very careful consideration in 
passing on this matter. 

Very sincerely and cordially yours, 
ArTHuR S. FLEMMING, Director. 


EXECUTIVE OFFICE OF THE PRESIDENT, 
OFFICE OF DEFENSE MOBILIZATION, 
Washington, D. C., August 28, 1956. 
Hon. A. Wrtxis RoBertson, r 
United States Senate, 
Washington, D. C. 


Dear SENATOR ROBERTSON: Thank you very much for your letter of August 22. 
Certain representations have been made to us relative to the establishment 
of expansion goals for structural steel, steel plate, and tubular goods. The ques- 
tion of whether these goals will be established will be decided solely on the basis 
of whether or not existing capacity would be adequate in the event of general 
mobilization. I can asure you that I will not permit the question of prices to 
influence the decision one way or another. Also, I can assure you that the de- 
mands of a rapidly expanding civilian economy will not influence the decision. 
I am in complete agreement with you that defense incentives should be used 
strictly for defense purposes and should not be used to solve nondefense problems. 
Very sincerely and cordially yours, 


ArtHuR S. Ftemmtne, Director. 


HLBerton, Ga., September 5, 1956. 
Hon. A. Wiii1s ROBERTSON, 


Vice Chairman, Joint Committee on Defense Production, 
Senate Office Building, Washington, D. CO. 

Dear SENATOR: Thanks for your letter of September 1. 

I am writing Dr. Flemming, as suggested by you, and asking him to be pre- 
pared to testify before the joint committee next year relative to the matters dis- 
cussed in your letter. I also told Harold Warren to contact Dr. Flemming. 

I hope you will get some needed rest this fall. 

With all good wishes. 

Sincerely yours, 


Pau Brown. 


Mr. Morse. The Senator from Virginia, Mr. Robertson, in his correspondence 
with ODM, made it quite clear that he felt there was abuse in the tax certificate ~ 
program, particularly with regard to projects not directly related to defense. 
The Idaho Power projects are clearly within the area to which he objects. He 
had a right to depend on former Director Flemming’s assurance that “defense 
incentives should be used strictly for defense purposes.” 
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However, ODM did not abide by this assurance. 

Mr. President, I shall read only a paragraph of the letter of the Senator from 
Virginia, Mr. Robertson, written to me, dated April 26, 1957. 

“In view of the correspondence and personal conversations which I had with 
Dr. Arthur 8. Flemming cgncerning the application of the Idaho Power Co. for a 
certificate for accelerated depletion on its Brownley and Oxbow Dams on the 
Snake River, I was just as surprised as you when I learned that the certificate 
had been granted.” 

ODM did not honor the request of some 19 Senators and several Representa- 
tives to hold public hearings to resolve the questions of fact raised in the In- 
terior and ODM memorandums on these applications. 

As with all of the other administration actions in relation to the Hells Canyon 
case, ODM’s grant of the taxpayers’ money to Idaho Power has been characterized 
by an unwholesome hurry to bull the giveaway through. 


ADMINISTRATION ACTION RECALLS DIXON-YATES 


The repeated acts of favoritism to the Idaho Power Co. bring to mind the series 
of questionable actions to put across the Dixon-Yates deal. 

Why is the administration so adamant in its opposition to a high Federal dam 
at Hells Canyon? It is urgently needed for flood control—for low-cost power 
production to avert a serious shortage. It is urgently needed as the only major 
multipurpose dam that can assure full downstream development. It has the 
tremendous advantage of imperiling no conservation values; indeed it will be 
of positive value for recreation, while other administration-favored projects im- 
peril fish, wildlife, and wilderness. 

The record of the administration on Hells Canyon shows utter bias against 
full development that pays its own way and for underdevelopment that wastes 
resources. It has shown again and again that it has no use for the facts, no 
interest in the merits of the issue; only political expediency, sellout, and 
immorality characterize the pattern of this administration in this field. 

The quick tax writeoff subsidy to Idaho Power is a shocking political theft 
from the people’s pockets to enrich a private utility and enable it to waste the 
best dam site in the country. 

I warn the American people today from the Senate that they should not 
support this giveaway, and I warn this administration that once the American 
people find out the facts they will hold this administration to account. I warn 
that the people will not pay for this giveaway. 

Mr. President, I close by saying I do not find it pleasing to have to speak so 
critically of any administration, Republican or Democratic, but I wish to say 
I have done so today because in my judgment the facts warrant it, and the time 
has come for Republicans and Democrats alike in the Congress to hold this 
administration responsible for the kind of malfeasance in office that I have 
pointed out for the Record today. 

I close again by thanking my friend from Nebraska for permitting me to 
speak before him. 


Fast AMORTIZATION FOR DEPRECIATION GRANTED TO THE IDAHO Power Co. 


Mr. Byrp. Mr. President, I wish to make a brief statement. I have been 
informed that the Office of Defense Mobilization has issued a rapid writeoff 
tax depreciation to the Idaho Power Co., which will mean the granting of rapid 
tax certificates aggregating $65,200,000. 

I believe this is an utterly indefensible act, because the law providing for the 
rapid writeoff depreciation was intended to apply only to those industries which 
were engaged in defense operations. A public utility is guaranteed its profits. 

Therefore I cannot understand why such a large writeoff has been given the 
Idaho Power Co. 

Mr. President, I wish to say that on October 22, 1956, I wrote to Mr. Flemming, 
Director of the Office of Defense Mobilization, protesting against the issuance 
of these rapid writeoff certificates. I ask unanimous consent to have my letter 
of that date to Mr. Flemming printed in the Record at this point. 

There being no objection, the letter was ordered to be printed in the Record, 
as follows: 








| 
| 
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UnitTep STates SENATE, 
COMMITTEE ON FINANCE, 
October 22, 1956. 
Hon. Artuur S. FLEMMING, 
Director, Office of Defense Mobilization, 
Washington, D. C. 


My Dear Mr. FLEMMING: As chairman of the Senate Finance Committee, I 
have requested the Joint Committee on Internal Revenue Taxation staff, headed 
by Mr. Colin F. Stam, to review existing legislation allowing fast amortization 
for depreciation of plant and equipment for tax purposes, and to study its effect 
and need under current peacetime conditions. 

I am informed that pending applications for such fast tax amortization by 
steel companies alone involve proposed new construction totaling at least $1.2 
billion. 

As a member of the Finance Committee, I know that the original and contin- 
uing purpose of this wartime legislation has been to expedite production essential 
to national defense. 

It is my opinion that under present peacetime conditions such special privilege 
can be justified only in exceptional and rare cases. Otherwise, there is danger 
of creating unfair competition, overexpansion, and damage to smaller business. 
I am concerned also about the temporary loss of revenue resulting from these 
cases. 

I understand you have temporarily postponed action on pending applications 
by steel companies and perhaps certain others. As chairman of the Senate 
Finance Committee, I am asking you not to grant those applications which you 
have held up or any others about which there is the slightest question until this 
committee can complete its review of the situation under existing defense and 
business conditions and make its report. 

Meanwhile, please submit to the Senate Finance Committee as promptly as 
possible a list of all pending applications for fast amortization, along with such 
information as may be pertinent in each case. 

Cordially yours, 
Harry F. Byrp, Chairman. 


Mr. Byrp. Mr. President, I also ask unanimous consent to have printed in the 
Record as a part of my remarks the reply which Mr. Flemming sent to me in 
answer to my letter of October 22. In the letter Mr. Flemming indicated that 
he was not going to extend the operation of the rapid writeoff depreciation, and 
included in his reply a list showing the applications he had received, aggregating 
$3,661,741,000. 

There being no objection, the letter and the statement were ordered to be 
printed in the Record, as follows: 


EXECUTIVE OFFICE OF THE PRESIDENT, 
OFFICE OF DEFENSE MOBILIZATION, 
Washington, D. C. 
Hon. Harry F. Byrp, 
Chairman, Committee on Finance, 
United States Senate, Washington, D. C. 


Dear SENATOR Byrd: Thank you very much for your letter of October 22 rela- 
tive to tax-amortization program. 

As you state, the purpose of this program has been to provide an incentive 
to private industry to expand facilities required for defense production. Under 
the current system of expansion goals, this has been done in an orderly fashion. 
As established defense requirements have been met, the goals have been closed. 
Of a maximum of 228 goals, only 28 remain open and unfilled, and this number 
will soon be reduced further. 

With the exception of direct defense or AEC projects, expansion goals refiect 
gaps in the mobilization base which would exist under mobilization conditions. 
In order to determine whether or not a gap exists, we have taken military require- 
ments, defense-supporting requirements, and the requirements of a rockbottom 
civilian economy and balanced them out against the supplies that would be 
available. If it is determined that supplies would not be adequate the extent 
of the shortage is identified and this becomes an expansion goal. We believe 
that expansion goals should be established only under these conditions. We do 
not believe that they should be set up in an effort to meet current situations 
where the demand is greater than the supply. 
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Certificates now being issued cover expansions for continuing defense require- 
ments within open goal areas, particularly those which are directly related to 
eurrent Department of Defense or Atomic Energy Commission procurement. 

As you requested, I enclose a list of all pending applications for tax amortiza- 
tion with accompanying notes of explanation on individual cases and groups of 
cases. Those for which there is no expansion goal have been tabulated on the 
last page. . 

In regard to pending applications filed by the steel industry, I issued a press 
release on September 21, 1956, which reads as follows: 

“At a meeting this morning the Defense Mobilization Board considered the 
question of the policy which should be followed in the future in the establish- 
ment of expansion goals and the granting of rapid tax-amortization certificates 
within those goals. Consideration of this matter grew out of the requests that 
have been made for the establishment of new steel-expansion goals. It was deter- 
mined that no final decision would be made on the policy to be followed until the 
matter has been discussed at the Cabinet level. After this discussion has taken 
place a decision will be made and announced on the policy to be followed and on 
the relationship of the decision to the requests for new steel-expansion goals.” 

Following Cabinet consideration of the tax-amortization policy on September 
28, I stated publicly on October 3 that I would not be in a position to make a 
decision on the establishment of expansion goals for the steel industry until I 
receive from the Department of Defense the new mobilization requirements on 
which they are now working. 

I appreciate your interest in this matter and look forward to your committee’s 


rt. 
Sincerely yours, 
ARTHUR 8. FLtEMMInNe, Director. 
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Mr. Byrrp. Mr. President, as chairman of the Committee on Finance I directed 
the staff of the Committee on Finance to study the entire question and present a 
memorandum. I presented the memorandum to the Senate previously and had 
it inserted in the body of the Record. At this time I ask to have printed in 
the Record the letter I addressed to the President of the Senate under date of 
December 28, 1956. 


There being no objection the letter was ordered to be printed in the Record, as 
follows: 

THE COMMITTEE ON FINANCE, 
Washington, D. 0., December 28, 1956. 
To the PRESIDENT OF THE SENATE: 

Sim: I have the honor to submit a report by the staff of the Joint Committee on 
Internal Revenue Taxation, dated December 27, 1956, relative to the desirability 
of continuing in its present form section 168 of the Internal Revenue Code of 
1954, authorizing a 5-year tax amortization writeoff on the basis of certificates of 
necessity issued by the Office of Defense Mobilization. 

The 5-year amortization provision was first enacted during World War II in 
connection with the imposition of an excess-profits tax. At that time it was esti- 
mated that World War II might last for a period of at least 5 years and that the 
provision was necessary to provide adequate facilities for the prosecution of 
World War II. During the Korean war an excess-profits tax was again imposed, 
and the 5-year amortization provision was again enacted to speed the construc- 
tion of facilities essential to the prosecution of that war. The Korean excess- 
profits tax expired under the terms of the law on December 31, 1953 ; however, the 
5-year tax amortization program of the Korean war has been continued in the 
code, in spite of the fact that more than 3 years have elapsed since that war 
was terminated. 

It has been stated that the amortization provision is necessary to encourage 
construction of facilities which it is estimated will be needed in a future war. 
Necessarily, such estimates are highly speculative and subject to frequent 
changes. When a certain goal of expansion is reached today it may be modified 
tomorrow. Considerable hardship might occur from a competitive standpoint 
in granting a certificate of necessity to one manufacturer and denying it to 
another. After peace was declared, in 1953, 6,000 certificates of necessity were 
issued by the Department of Defense, covering investments of $13 billion and 
tax writeoffs of $7 billion. This greatly exceeds the World War II figures. 

The report clearly demonstrates that section 168 of the Revenue Act of 1954 
should be modified, if not repealed. On the basis of certificates issued between 
the years 1950 and 1956, it is estimated there will be a loss in revenue of approxi- 
mately $5 billion, none of which can begin to be recovered until 1961. This is a 
hidden cost for which no appropriation is required by the Congress. Its effect 
makes it more difficult to balance the budget or reduce the tax burden of tax- 
payers not receiving such a benefit. The granting of such broad powers to the 
Office of Defense Mobilization is not, in my opinion, in the public interest. 

I favor the repeal of section 168 of the Revenue Code of 1954, except insofar 
as it applies to facilities directly connected with the national defense. 

Respectfully, 


Harry F.. Byrp, 
Chairman, Committee on Finance. 
Mr. MANSFIELD. Mr. President, will the Senator yield? 
Mr. Byrp. I yield. 
Mr. MANSFIELD. Is the distinguished Senator from Virginia referring to the 


writeoff which the Idaho Power Co. has just received for the proposed Hells 
Canyon Dam? 


Mr. Byrp. The Senator is correct. 

Mr. MANSFIELD. Mr. President, will the Senator yield further? 

Mr. Byrp. Yes. I am expressing my strong disapproval of that writeoff. 

Mr. MANSFIELD. It appears to me that what is happening is that the Idaho 
Power Co. is getting, in effect, a gift from the Government as far as the dam 
site is concerned, and now is being further rewarded by a tax amortization, I 
understand, to the extent of something like $40 million. Is that correct? 

Mr. Byrp. I am not familiar with that fact, I will say to the Senator. My 
remarks are directed to the rapid writeoff certificates, which have to do with 
the question of taxation. As chairman of the Committee on Finance, I have 
great concern in that field. I am very much opposed to such a procedure. I 
have pending before the committee, as the Senator from Montana probably 
knows, a bill dealing with the subject, and hearings will begin on Thursday. The 
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purpose of the bill is to repeal the law, which has permitted such writeoffs to 
the extent of $7 billion up to the present time. 

As the Senator well knows, the law was passed with the intention that it be 
applicable only to defense contracts. It was passed during the war for that 
purpose. However, it has been very much abused. 

I hope the Committee on Finance will very shortly report the bill I have 
introduced, to repeal the law, with the exception of provisions relating to certain 
defense items that have been heretofore produced. 

Mr. MANSFIELD. Mr. President, I should like to ask the distinguished chairman 
of the Committee on Finance this final question. I should like to ask him 
whether the agency charged with the responsibility for the amortization of taxes 
in any way consulted with the chairman of the committee about the matter, or 
with any other committee of Congress. 

Mr. Byrp. Not only have we not been consulted, but no reference was made to 
this very comprehensive report that was made by the staff of the Joint Committee 
on Internal Revenue Taxation, which was sent to the Senate on December 28, and 
which recommended that the law be repealed. 

The Committee on Finance was not consulted. I am making my very strong 
protest against this action. 

So far as the Senator from Virginia is concerned, if there is any way in which 
this procedure can be canceled retroactively, I hope it will be done. Some 
consideration should be given to that feature by the committee. 

It is totally indefensible to give a public utility, whose earnings on its invest- 
ment are guaranteed, a writeoff to the extent of $65 million. That does not 
mean a complete saving. It means that the company may take its depreciation 
in 5 years, instead of the usual 20 or 30 years. 

Mr. MANSFIELD. Mr. President, will the Senator yield further? 

Mr. Byrp. I yield. 

Mr. MANSFIELD. We are confronted with the highest peacetime budget in our 
history. There is considerable talk about a tax reduction. However, there 
will not be any tax reduction unless there is a reduction in the budget. The 
budget, as I said, is the highest in the history of our country, but nevertheless, 
the administration is, in effect, making it even a bigger budget by the amortiza- 
tion of such projects as this one, because funds which should.be coming into the 
Treasury, for the purpose of tax cutting and lowering the debt, are being used to 
perpetuate a system which has long outlived its usefulness. 

Mr. Byrrp. The Senator is correct in this respect, that this will postpone in 
this particular case the collection of additional taxes. 

Mr. Rosertson. Mr. President, wil Ithe Senator yield? 

Mr. Byrp. I yield. 

Mr. Rosertson. I wish to associate myself with the statement made by my 
distinguished senior colleague. Last year the junior Senator from Virginia 
was vice chairman of the Joint Committee on Defense Production. This year 
he is chairman of that joint committee. As vice chairman, when I learned that 
the application of the Idaho Power Co. was pending, I wrote to Dr. Flemming 
under the date of the 23d of July, stating that, in my opinion, the Idaho Power 
Co. did not qualify under the law. The next day the committee instructed its 
chief clerk to write to Dr. Flemming to the effect that the committee was in- 
terested in the matter and desired to take testimony before any action was 
taken. 

There are $60 million involved in the writeoff, over a period of 5 years. As 
the senior Senator from Virginia has stated, a public utility is allowed to 
charge a rate that gives it a fixed return on its investment. Here, in addition, 
they will get the equivalent of a $60 million loan, without any interest, over a 
period of 5 years, because they can write off that much after taxes. 

I was glad to hear the senior Senator from Virginia say that if he can find any 
way to stop this action, he will do so. I express my great surprise that this ac- 
tion was taken, in view of what the senior Senator from Virginia and the junior 
Senator from Virginia did last fall. 

Mr. Byrp. I thank my colleague. 








: 
t 
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EXECUTIVE OFFICE OF THE PRESIDENT, 
OFFICE OF DEFENSE MOBILIZATION, 


December 3, 1958. 
DEFENSE MOBILIZATION ORDER VII-6 


EXPANSION GOALS 


By virtue of the authority vested in me by Executive Order 10480 of August 14, 
1953, it is hereby ordered : 

1. In view of the amount of expansion which has been undertaken, and on 
the recommendation of the agency to which authority has been delegated for 
this purpose in each instance, it is hereby ordered that no accelerated tax- 
amortization certificates under section 124A of the Internal Revenue Code will 
be issued on applications filed after this date for further expansions in the areas 
of production appearing on list I attached. The expansion goals in these areas 
will be reviewed from time to time by the appropriate agencies under the direc- 
tion of the Office of Defense Mobilization in order to determine (1) that certified 
expansion is in fact being accomplished and (2) that changes in defense require- 
ments are adequately reflected in the goals. If after such review new goals are 
established for any of the areas of production on list I, a public announcement 
to that effect will be made so that all members of the affected industries may 
have equal opportunity to apply for accelerated tax amortization to the extent 
of the additional capacity required and within the limitations of the statute. 

2. The need for further expansion in the areas of production appearing on 
list II attached is currently under active consideration by the Office of Defense 
Mobilization with appropriate agencies and no accelerated tax-amortization cer- 
tificates in an area on list II will be issued on applications filed after this date 
until a decision has been reached. Public announcement of each decision will 
be made. 

3. Since the amount of expansion which has been undertaken in the areas of 
production appearing on list III attached is not adequate for defense purposes, 
the Office of Defense Mobilization will continue to issue accelerated tax-amortiza- 
tion certificates for further expansions within such areas of production, up to 
the amount of the defense requirement. 

4. This order shall take effect on December 3, 1953. 


ARTHUR 8S. FLEMMING, Director. 
List I—Closed 














No. Goal Delegate agency 
183 | BS CNA sav ericwid vents asabke ntkenseencesersssdsesessci genial re 
158 | Acetone. ..-.........- Senedd ar deieannr neers Heed the ebiie Tes eAT Do. 

LUBA. | AORN... cove ceccense= - nied a a ae Do. 
159B | Adiponitrile_- ontagtbeheaseetnded~tadelae tosis dal Do. 
79 | Air preheaters, re SN Sc a a SSS acme Do. 
23 | Aniline..__.._- bhihbnsl sandoscies say wc meets Do. 
31 | Anthraquinone vat dyes (single strength basis) - REE ERS siehd Do. 
210 | Argon. commas pavatnceeenercuheanasttkal Do. 
182 | Batteries, “AA” type dry cell_____-- Do. 
53 | Benzene hexachloride (Lindane) 99 pe reent or more gamma isomer content_| Do. 
44 | Benzene hexachloride (technical grade) - sascha ein saaie bad Do. 
195 | Beryllium copper alloy mill products facilities. _..._..._._.__- dadusaees Do. 
196 | Beryllium copper master alloy producing facilities_- coi Do. 
5 | Blast furnaces. ies-eebettisckaiagatiadenaices apdhdilinattesgiitsinas dcdaene-aibipiw el 6 aictadnsn itso Do. 
188 | Brass mill facilities. _- ninreesieietapaainainetsioneane okies aikied ale Oe Do. 
61 | Butadiene_. EEE EERE tit bi Do. 
OU TN AIAG eo ncn ce cance ccs panne Do. 
102 | Carbon, activated (w ater ‘purifies ation and decolorizing grade) -_.-..-_-_- Do. 
72 | Carbon black... pivteaban aptk bdacdacomlapaab ines heciiceke a baaeiane Do. 
05:1 cies ge egal Do. 
167 | Chemical me anufacturing machine Ssuasdsdaaeecs Do. 
ni Sa as aera lah ened schist latampebe iis Saiaeinads weet eiatipieel — Do. 
189 | Copper foundry I ne. eas bah ani | Do. 
150 | SIO STE MONROE si an oct nse ntsucnpcucnawovenncatatiead Do. 
164 | Cotton COUPE IEG nnn ncien one Sots dhs ph oO eel cks cee sa| RN 
ig areata meel a eda eae ceteee Do. 

SN ice dianesinrrcserpenigresnecninciminirn eins pinaiinsih naw aAa MGS ba | Commerce. 
a ecibnaanes ERTS Do. 
137 | Electrical connectors, Army- N: OPS FIDO. « ocnccncs ibinhanksceanab ase carer Do. 

166A | Electronic glass env elopes (ribbon machine) -____- eda ahigesssienue Do. 

166B | Electronic glass envelopes (other than ribbon machine) _- oncngmeb bean Do. 
NE NINE i icoti tic titans cinensrmneenepasiomiiidiahsaiann tet pianininmeschit aah tate | Do. 
oo | I nninabuidmebonenuibnunWeatnnmedebens osyes tial | Do. 
SR I xin is Sinieecinivionnninedlnineninaediemtmainn atmo ease CAREC. Do. 
OR OE a ee Te Do. 
179 | Ferroalloys, blast furnace (ferromanganese, silicomanganese, spiegeleisen, Do. 

| and silvery pig iron). 
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List I—Closed—Continued 


Goal 





SIE, GENCE DOCTOR ten). cg dndetnnbiowcenecncccecceeseces= 
Fibrous giast, continuous flement.........................-.-..-....----- 
rer Py CII ooh Se ii di ccd e cet esedacdicecnw 
Filter ai NN oid un baiseisentebancocetabienéutesens 


Generators, 
Glass tubing nnn aca bedcembeobebhnagcroasteed 
EEE COUN oe hone cen dabckecsocwdsccesess bo 
IIR boo) oti 5s. s Diclssdthidopihennbbapehinladbadebedon 
Soren Gas pass atwean aad 
eavy m special process an vessels) ........ 

Hexameth oe bdddidatninkees 

Industrial ethyl alcohol_...__- 
Iron oxide, yellow (synthetic) - 
Kenaf fiber processing facilities 
Keene? a ethyl____- 


Limestone 8 RE oo es patton eee eae tga nig wth mime sete wera we 










Delegate agency 


Lumber and wood products (except es and chipping facilities) ____ Commerce. 


M 
Maleic anhydride___..........-..--- 
eeaetinene 7 eet Sit Sl Re EL OORT Eee 

UII an 3 oe es oe och ds ibis oes 
I CI a ss Lcpebbintpintiow 
a eaeialee onan narapeiroes= 
NTE eT TT eee en eee eee nnnn nee eee ee ee witbacadwttaccote 
fe S500 oh Sh oo he i oe cb eealcbbumegbonina 
i, I IID os, se, dees Steteegiinddoaeeaneochnnaigpenes> 





ESE CLS SE A a eee eens 
Oil (crude) refining capacity (foreign) _..................-..---.--...-.--- 
ara an la ie Rea ap A ie gi ete A a ie 
ES SET PR area tee eee 
es II II od ls 1 Si sdiebedamshideccnasonedseunhimna’ 
I a crn eri scien emeeib-a 
I ee ene ale ene eebaieennne ppkkecewmseeedon oes 
Optics—facilities for producing precision type..................--.---.---- 
I, CT celina mene pihpthisabddbaiiidnmibidsbn niente dhmeod—nbidrichit 


Le eae ibeaenbaodduenisnosonmes 
ad crinniehierienaainepise setae eenseinirantt eran ietarerwrarermarens merce 
ck 5 Lhd eiceadbabbernansewenences 
i LS 3 abet acennnicbnewnaenassecs 
adil oceegemsianipnioerinesteiiahesarwsaanenineni 
eens kL saan iaidetaaune seekers 
Plastics oo DARL tle tne a nodeeeaehd iene nedemiesneinecusesscenet 


NR ie led lk ees ie ne atntntanbaaduabunbiapimesbeva 
oad equipment (production facilities) _......................----.--- 
i oon eas ancuanwdomewsnece 
Neen TTT TT nnn ee eee ed cin emecebonbbadunnwnaes 
Refractories, fire clay, superduty, and high-alumina bricks 
Oe eee 
ei ia nin s Seno e nn aehaiaisgeiel 
nine banned eebeieakuicuslet buebedsewscnbsusces 
Ss cenntnnkinidetespkcnectauUbucebeetessitcubsuvecs 
ee einen 6. abba enaensbieyiewwstueweveceupecsees 
a evapannbanemnbcustoucel 
CE eee ee ee See 
i Cie ees en, Shit c nade deinen eekeunbotbarcocupiacceda 
es Da eibdedhbanel bonbthacencswecess 
a he arate emnenemaenhwenwimoe wresdnes 
Ee aeath tune cccekpenbakescaniuncecuessvsasucicuse 
ite aedmnbibsduwliedeasbdwdsdilccss 
i ia te ered enn nnneowse rede 
a hn on cnn nnnsmupesinuner an ubbuersJavbus 
Strapping, steel - 
Styrene, monomer (ineluding methyl | styrenes) -- 


Teleg: et domestic a pincivnncorktnnuneticiiitiehinScwke fe GAS 
Tetract 

Titanium dient pigment 
aia bail neler aeamahieunnetniamaiiwnl bs tinbe 
Turbines, hydraulic 
Vulcanized fiber 





GSA. 
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List TI—Suspended 















Valves and fittings, industrial -- 
Vehicles and engines (military) _-. 
Warehouse and storage facilities 










Goal | Delegate agency 
NO a Spade uaa ws woo ee ERE Ne | Commerce, 
NR fon at a wenceneelenagouene Do. 
2D IN NN eral ila Sangin wtjua diiednidgie en Do. 
NE Slaw kbd See oda nnbembeag ebanink can pi wes agent actocpdeueen Do. 
Ne 50a Sites eeabncemsWebeeh oo an daanndeaedoell Do. 
CR ee OE OI nn scanepondatmneies obeebd neaceansbucseln Interior. 
I ut ee ee ee esc eu ences tidsacaseconsanees .| Commerce. 
Continuous galvanized sheet and strip Do. 
Crawler-type tractor industry. .-.-.....-..--- Do. 
BRE: SE GI IND. a on cc cencceincsewne | Do. 
TP SRR Se ee ae ae ee ; Interior. 
Elephant tools—manufacturing facilities......................----.------. | Commerce. 
INO 6) Sidi tintin cuidoniiken tp Dncinaieaseaweui pions nsmneussbeqgzage Do. 
Pe a a die area cdgigndentingebamnne eS pain’ <aiecke Do. 
EE as a ee ee pt et ee eee Do. 
lak aise wotiéddibeuntdcewccnsepdtsrtencomeeoke a Do. 
IG isin int citi eeikicdge ab dbtna te bdeuceneds Do. 
See, WIDER “PENS MONO So ir sa oo ninwnenc pe wnvpane-bnaee Do. 
ID ONIN 3.8 9eti ch Save acicdaleusudecuueesuccussine clscacdeasess Do. 
ON TS aS al 5 teens pe bcuswiedabadaeupkeriotadese ee Do. 
I iwc nenddicuiauechinitioe banabenmeaimind weber Do. 
Lumber and wood products—debarking and chipping facilities.. .._..._- Do. 
I Pi alk eles ldo wnn aaa ee Seo U bon sudues Scccwetacchodebanssce Do. 
Mechanical power transmission equipment_............---..------------- Do. 
IOS CINE CUI i asi vc win iccicencnctncnvncnewescacucudaben Do. 
I TE ott ee rns ca cen wuncccsabniceunesdaaweqapebes Do. 
Metalworking equipment, miscellaneous. -.--.....-....--.---------- Suz Do. 
pT ae ee ee ee ee Do. 
Military canvas reclamation facilities. Do. 
Nitrogen. - Sreties Sok eee Do. 
nN 528 ras a, I a ad Do. 
NR ini i neinnn pinake ee Suneub cud weMutipsdebase cowanutennseuacsusne Do. 
OS ee Mees Cre Lr ae es Do. 
SE ee ee eer athak Do. 
I TIN IND WOOT. fon cucacccewescodscdasbensnncsnenetsandan Do. 
Portland cement. - -- eilagalipiinnasit ack Jian in eepiniigeaeist Do. 
Precision and large NR arate generar uadan tiene Do. 
eee Oe GHGS CUI ons innwce ce sscc cece eles ci cess Sk Do. 
Se I asc ini can cp ete ianiwscicnespancWadienscapecesssens Do. 
Railroad terminal and road facilities............-......-----.-.--------- DTA. 
Serew machine products, precislot......i..5 colic c ceed i slo ceseesecce es Commerce. 
SD SONI in a cnn unenaibinnawetdadebacdessecsasieloudansewe Do. 
EE MIN Sree wscnen bile bebe aubeeanebuinbisoweeK<akconsumiieentes ‘ 
en NOS 5 «oa. cinapendbacckduesshechusssoncnacusutbecctowa 
DN i tract aha aasedtans beeestbewes -ucdodensbouehbhencean! 
Toluene 
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List II1I—Open 

















Welded aluminum tubing____- =e 
et El acecat ann ee 





Goal Delegate agency 
ee ne aes cane Commerce. 
ee arn ine ike ne wanegaeeacame = rnetpenbl ei Interior. 
Alumina______- ee ee oe ee ee ca GSA. 
anise Soest tc nee eee es | GSA, 
Aluminum sheet and plate heat treating facilities. Sn ampensoheiningenth eens 
Aluminum sheet and plate, producing facilities__..._.._........-...-..-.- Do. 
Ammunition metal boxes, .30 and .50 caliber___- 7 sal Do. 

i “loa le so ooo. on alee iemteiaailnpmteegasieen ee GSA, 
Asbestos, Chrysatile, strategic a a tee a Oe 

| were... a ee ey 2 pap tp th ETS SE Rag | GSA. 
(| a en le ec lc pc GSA. 
Beryl CE eso. wn os coca weihanee eninedsnaabnenestlineki GSA. 
Boilers, steam_- . Commerce. 
a eh i al Sa steal Do. 
Chromite (chemical grade)_________.__._-----___- _| GSA, 
Chromite (metallurgical gr: ade) ee ee .| GSA. 
Chromite (refractory grade) _-.----.-.-- .--| GSA, 
Cobalt. - ahem ss ene ~pnipeunbertatisipighicadenl AE 
Coal, metallurgical for by product ee ale elena nt il, lS ean | Interior. 

| Coke byproduct - Pen cialtaab es | Do. 
Columbite and tantalite ores... a eh en cen ee enespenes} Ate 
Coppe ae sdiareiatts dulid inne damelieloncadruatheves ...| GSA. 
Cry olite (synthetic) - ; _.| GSA, 
Cylinders, compressed gas. __-_____-__-__..-.-.-.---- ..| Commerce. 
Electrolytic tin plate ee Do. 
Electronic were military _- ee | Do. 
Fluorspar, acid grade_____-_-_-__- * ..| GSA, 
ne AE Leena .| DTA. 
Gas pipe (large) lines laid __________- Renae UO TEE Spat | Interior. 
Gas pipe (small) lines laid______._.___......---- ; Do. 
Gray iron castings (over 3,000 pounds) -___.........._._______-- | Commerce, 
Heavy aluminum aircraft forgings. -___._---_.__...-_---- -| Do. 
Heavy steel plate (over 20,000 pounds) __..-....._.__._____--__---__-...-. Do. 
High voltage switchgear aes Do. 
Inland waterway vessels wpeenet ty Pes) mabe. .| DTA. 
Iron ore. oe es | GSA. 
Iron ore (taconite) mcesen atin Ott Sialank tastes ..-| GSA. 
Laboratories, research and d development. ea antec ..| Commerce. 
nS = 45 me ew A ...| GSA, 
Locomotive diesel _- silgitiamh detind dedienidenvivagh A ae AS 
Manganese ore, battery, and chemical grades. ie reditibeimadie pel saniatihne eijningt dale’ GSA, 
Manganese ore, metallurgical grade_____ ear a | GSA, 
Mercury 2 ..-| GSA. 
Metal can manufacturers—tin conservation.____-____--_-----------.---_- Commerce, 
Military photographic equipment (motion and ‘still)____ arcinenonwnan = $eiell Do. 
ns enna apeenncceornen GSA, 
Deemurenees mids eapacity....._-._ sed ee dens ..| Interior. 
Nee enn nee nn nn ne neem eee ...| GSA. 
Oil (crude) refining capacity (domestic) Soe eanane aia ieedd chat Saba ics & attcondate | Interior. 
et name usiwupeeneeien a Do. 
Oil storage facilities (domestic) ee eA ae Ree rr re | Do. 
Ore carriers, Great Lakes_- . .| DTA. 
Ne nn aaauonaguoannane .| Commerce, 
Ce wken tig nae lanibeminaat hon iswimmean | GSA, 
ee ne cuasnonboumsnaeun be canlt eas .| GSA, 
SET Ss .| Commerce. 
es oc nebenenemeneennne -| GSA. 
Steel sheets, grain ee ens Perera eee eae | Commerce. 

Structural shapes, ee ee ie aed a athens cae | Do. 
Tankers, oceangoing.._...__......_..- = Do. 
ee Do. 
Neen ne cmemndanb mamas .| Do. 
Titanium metal ___-_- uae ae Shou ae nanan -| GSA. 
Transformers, i “$s RT a a Commerce. 
ee EE ete htigek ee rutaniaukniyednsodinasepesecoepesaneten=cs | GSA, 
rr. ts awidescasmtsnraueendues a | Commerce, 
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EXECUTIVE OFFICE OF THE PRESIDENT, 
OFFICE OF DEFENSE MOBILIZATION, 
August 11, 1955. 


DEFENSE MOBILIZATION ORDER VII-6—SUPPLEMENT 1 


Subject : Expansion goals 


By virtue of the authority vested in me by Executive Order 10480 of August 14, 
1953, the following is hereby ordered in connection with expansion goals and 
certificates of necessity issued pursuant to sections 124A and 168 of the Internal 
hevenue Code: 

1. Closed goals.—The issuance of certificates of necessity shall be discon- 
tinued immediately in connection with the expansion goals included in list I 
attached and all other goals previously closed. 

Applications for certificates of necessity currently pending in these closed 
goal areas shall be denied immediately. Such applications received hereafter 
shall be rejected immediately. 

2. Suspended goals.—The issuance of certificates of necessity shall be sus- 
pended immediately in connection with the expansion goals included in list II 
attached. Applications for certificates of necessity currently pending in these 
suspended goal areas together with any such new applications received here- 
after shall be held in suspension until a decision is announced either to open 
or to close the goals involved. 

3. Open goals.—The issuance of certificates of necessity shall continue in 
accordance with the present or appropriately revised terms of the individual 
expansion goals included in list III attached and in accordance with regulations 
and policies heretofore or hereafter established by competent authority. 

4. General provisions.—Applications for tax amortization which do not fall 
within the scope of an open or suspended goal shall be denied. Future decisions 
to open, suspend, close, or otherwise modify expansion goals shall be accomplished 
by further supplements to this order. 

5. This order shall take effect on August 11, 1955. 


ARTHUR S. FLEMMING, Director. 


List I, closed 





Goal No. | Title Delegate agency 
| 

151 REDOTE, GUE TOIIR sss ine ici ccsmonennne ics piasietiedigniilok ad teaceealbiad Interior. 
119 | Barite_____- a ae : Do. 
118 | Beryl__---- Letts teased alee iis Pea eeeaeebaat tos Do. 

Ot rE i i so es a, actuated Do. 

Ua eg Do, 
a ee ON I gn nn nec nnddesuncncescsusces Do. 

eT Semen ns NI nn ee cee nncmees Do. 
197 | Compressed gas cylinders. ......................................]| Commerce, 
166 | Piuoreper, dead grade.........6..-......<.-+...-- bb ceikdeitiniesicul Interior. 

12 | Lead..-_- ainda Ti a eGaekchiets cima banoeuane aoe Do, 

14 | Manganese ore, metallurgical._.......................-.-.-.--- Do. 

59 | Methanol (synthetic) -_................-.-.....- wtcUaa eS cits Cares. 


EERE EET EO ae Bip sion inigteateee .| Interior. 


ee Fo iccneedtuleen iy ddbeeueuek Lule ae ke | Commerce. 
185 | Rare earths pact kneatninktownthiawdie sew awaeindteedeudn ete : Interior. 
ne A os. Jo ccdn wo adieteeutilbces 2 dtbaiewceas Commerce. 
I aa ioral ali nicnsinns Aceh Micali Gusts meeedtinmsnenias ..| Interior. 





211 | Wide flange structural shapes_..........---- iAswernten dea Doan eee. 
Wee a abd st cubes nactuwba acco we bao jacekobbess Siducuwecee Ce aeee 
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List II, suspended 























Goal No Title Delegate agency 
—_ eee 
NO i coo cocnwhinkebuncsddcesansciune paenace Commerce. 
Sup + mors memiiities. os enone ek at grace collie Do. 
Se a) nema Dorms Packt ies... . nn ono nn scone gnc nena eenseeneee Do. 
ep , WOME os. so rab Be cli d live dcdeceden wee lilse Interior. 
UI SoS ek a acc pai gamepeiets Do. 
el IRSA a AREA Tore ip ET ad gE Do. 
a ee ee eee Do. 
a ll EI i Sa i a eae EE Do. 
Ne alta eeadghoneremnelo seh Do. 
83 Cryolite, sy he oe alt A te ee IE ce Commerce. 
BE ERE AEE TE PW EN AT A Ee es Interior. 
ee ND GO Be ona onic on cdteedine leis cabs cabictscunees Commerce. 
th intra cage tae nes woinbenin teen Interstate Commerce Com- 
mission. 
171 | Gas utility industry, ene i rannaalbibth budaudiawwdtdobews Interior. 
82 | Glycerin._..-____- ii cansnncantbdabesnannetatphepeialt nnn. 
214 Grain-oriented NR ote er Do. 
204 | Gray iron castings (3,000 pounds and over)-..--...._-...-----.-- Do. 
DE | ee UNE 5 ehh dc nde nc lie cdi occ cee Do. 
218 | Inland waterway terminal facilities.....................-.-.---- — ate Commerce Com- 
mission 
98 | Inland waterway vessels (specific types) ..............-.--..---- Do. 
Rien cat Oe a ee is be dedi sddcmed Interior. 
SES ana eee ae 0. 
Ie Sees aememientl — Commerce Com- 
™ ion. 
96 | Lumber and wood products (debarking and chipping facilities) .| Commerce. 
187 | Manganese ore, battery and chemical grade_...................- Interior. 
216 | Motor truck terminal and repair facilities...................-..- —- Commerce Com- 
mission. 
OD 4 Sou ei ianny Mee A athiass 5 a ak 8 ise siden neces Do 
ee ER ee eee Commerce 
ie ete inno eetnaeesaabnasntpeceacase Interior. 
ESET BE Se ee re eee Interstate Commerce Com- 
mission. 
221 peat I I a ta oh oe ieee anion tiningine inte Do. 
ee  enetesbecesanancscanane Interior. 
135 Ralivcad terminal and road facilities....................-.------ meas Commerce Com- 
mission. 
114/;8 manufacturing facilities, reve! en deka cemniee Commerce. 
27 ES OS SES a et a a Do. 
EEE ERE EE Interior. 
a on na ccuenantaseesawasanesocn Commerce. 
217 | Warehousing and storage facilities. .....................-.---.-- Interstate Commerce Com- 
mission. 
List III, open 
Goal No. Title Delegate agency 

ink sabe ieeneawe Interior. 

177 Aiea sheet producing and heat-treating facilities_______- Commerce. 
lla i aceenanensnoannnind wanes veel Interior. 

99 | Heavy aluminum aircraft forgings---...................-..---- Commerce. 

212 Peery aE a ea Do. 

206 | Laboratories, research and development (defense) -- - --- sisal Do. 

198 | Medical supplies and equipment---.-.................-------- Do. 
es on ol Sok ol aeeeamcndacniannsenmdiibee Interior. 

Nee cncmosakocnnawnawal Do. 

225 oa ——— for military, atomic energy and defense Do. 

re needs 

224 | Production facilities for military and atomic energy procure- | Commerce. 

ment. 

176 | Scientific instruments -- -__- sss is alg a ee ae ahieeeke Do. 

EA NT ie ee Pa eR Interior. 
I ee merenatnntiapibindiniineuald Commerce. 
i es cn pivieliddopibipclibnemivel Do. 

Teen nn a nana cumabenewne wana Do. 

ee ee. aa ckimenensnnanbaesounenns Do. 

ee nn cncccccnsenneweneneenesecsen Do. 

223 | Titanium processing facilities __._....___...- vaca ead Do. 

91 





ne nn canuneusnccahecsene Do. 
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DEFINITION OF SMALL BUSINESS 


As Promulgated by Wendell B. Barnes, Administrator, Small Business Adminis- 


tration, Pursuant to the Small Business Act of 1953, as Amended. The Defi- 
nition Becomes Effective January 1, 1957 


Congress, in the Small Business Act of 1953, stated that, to be considered 
small, and therefore eligible for assistance from the Small Business Adminis- 
tration, a business concern must be “independently owned and operated 
and * * * not dominant in its field of operation.” The act also authorized 
SBA, in making a more detailed definition of small business, to use such criteria 
as number of employees and dollar volume of business. SBA uses two different 
yardsticks in determining whether a firm is small—one is employed in deter- 
mining whether a firm is eligible for contracts assistance, the other in deter- 
mining whether it qualifies for financial and other nonprocurement assistance. 


DEFINITION FOR LOANS AND OTHER PURPOSES 


SBA’s contracts-assistance program is conducted in cooperation with all 
major purchasing agencies of the Government. The definition of small business 
used in this program, therefore, has been developed cooperatively by all the 
agencies concerned. Until recently, SBA and these purchasing agencies have 
used a definition of small business under which any firm employing fewer than 
500 persons, including employees of affiliates, was classified as small. 

Now, however, SBA and the Government purchasing agencies have adopted a 
revised definition of small business for procurement purposes. This new defi- 
nition, which is effective January 1, 1957, takes into account not only the number 
of employees of a firm but also whether the firm is dominant in its industry. 

Under the new ruling, for purposes of Government procurement, a manufac- 
turing concern is a small business if (a) it is not dominant in its field of opera- 
tions and, with its affiliates, employs fewer than 500 employees, or (b) it is 
certified as a small business by the Small Business Administration. 

To be classified as a small-business concern, a nonmanufacturing firm bidding 
on Government purchases (dealer, distributor, wholesaler, jobber, or agent) must 
meet the same criteria as a manufacturer, plus two additional requirements: 
(1) It must be defined as a regular dealer under the Walsh-Healey Public Con- 
tracts Act, and (2) in the case of a Government purchase reserved for award to 
small business, or in appropriate cases involving equal bids, it must furnish the 
product of a small manufacturer or producer in the performance of the contract. 

When submitting a bid or proposal on a Government procurement, a manufac- 
turing or nonmanufacturing concern which meets the above criteria, and which 
has not previously been denied small-business status by SBA, may represent in 
the appropriate place on the bidding form that it is a small firm. The concern 
then will be deemed to be a small firm for the purpose of the specific Govern- 
ment purchase, unless another bidder protests to the contracting officer and 
SBA about the firm’s size status, or the contracting officer himself questions its 
representation. If the firm’s representation that it is a small business is chal- 
lenged, it may then apply to the nearest SBA office for a certificate that it 
qualifies as a small firm. If granted, this small-business certificate is conclusive. 

If a firm clearly meets the stated criteria for manufacturers or nonmanu- 
facturers, it need not apply for a small-business certificate for use in bidding on 
a Government purchase. The firm need only represent on the bidding form 
that it is a small-business concern. The firm should apply for a certificate only 
if its representation that it is a small business is challenged. 

If a firm is in doubt as to whether it meets the small-business criteria, it may 
apply to the nearest SBA office for a small-business certificate. If SBA finds 
that the applicant is not dominant and is otherwise a small firm in its field of 
operation, even though it may have more than 500 employees, SBA will grant 
it a certificate. The firm then will qualify as a small business for Government 
procurement purposes. On the other hand, even though the firm and any affili- 
ates may have less than 500 employees, if SBA finds that it is dominant in its 
field, the agency will reject its application for a certificate. 
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DEFINITION FOR LOANS AND OTHER PURPOSES 


For business loans and purposes other than Government procurement, SBA 
will continue to use the definition of small business adopted by it on June 10, 
1954. This definition provides: 


Manufacturing concerns 


Any manufacturing concern is classified as small if it has 250 or fewer em- 
ployees, including employees of affiliates; as large, if it employs more than 
1,000 persons. A manufacturing firm which has more than 250 but not more 
than 1,000 employees may be classified as either small or large, depending upon 
the size standard which SBA has developed for its particular industry. (These 
size standards are listed as schedule A in the following regulation reprinted 
from the Federal Register of December 7, 1956.) 


TITLE 13—BUSINESS CREDIT AND ASSISTANCE 
CHAPTER II—SMALL BUSINESS ADMINISTRATION 


PART 103—SMALL-BUSINESS SIZE STANDARDS 


On January 5, 1956, a notice of proposed rule-making was published in the 
Federal Register (21 F. R. 79), relating to small-business size standards. The 
following regulations are hereby adopted and are to be effective on January 1, 
1957: 

Sec. 
103.1 Purpose. 


103.2 Definition of terms. 

103.3 Determination of small business for Government procurement. 
103.4 Determination of small business for financial and other assistance. 
103.5 Protests of small-business status. 


103.6 Appeals. 

AUTHORITY: §§ 103.1 to 103.6 issued under sec. 205, 67 Stat. 234, as amended; 15 
U. S. C. 634. Interpret or apply secs. 202, 203, 207, 212, 213, 67 Stat. 232, 233, 235, as 
amended, 238, as amended ; 15 U. 8S. C. 631, 632, 641, 642. 

§ 103.1 Purpose. This part establishes criteria and procedures to define and 
determine which concerns are “small-business concerns” within the meaning of 
the Small Business Act of 1953, as amended (hereinafter referred to as the “act’’). 

§ 103.2 Definition of terms. 

(a) “SBA” means the Small Business Administration. 

(b) “Annual dollar volume, annual sales, and annual receipts” means the 
annual dollar volume, annual sales, and annual receipts of a concern and its 
affiliates during its most recently completed fiscal year. 

(c) “Number of employees,” as used in the act or referred to herein in con- 
nection with the determination of small-business status, except as SBA other- 
wise determines in a particular industry or part thereof, means the quarterly 
employment of the concern in question and its affiliates based (1) on the average 
number of employees reported for the preceding four quarters to the United 
States Treasury Department under the Old Age and Survivors Insurance Pro- 
gram; or (2) the number of employees as of the most recent quarterly report, 
whichever more correctly reflects the size of the concern in question. If a 
concern has not been in existence for a sufficient length of time to have made a 
quarterly report “Number of Employees” means the average monthly employment 
of such concern and its affiliates during the period such concern has been in 
existence. 

(d) A concern is “not dominant in its field of operation” when it does not 
exercise a controlling or major influence in an area of business activity. In 
determining whether dominance exists, consideration shall be given to all appro- 
priate factors including volume of business, number of employees, financial re- 
sources, competitive status or position, ownership or control of materials, proc- 
esses, patents and license agreements, sales territory, and business activity. 

(e) “Affiliates”: Business concerns are affiliates of each other when either 
directly or indirectly (1) one concern controls or has the power to control the 
other, or (2) a third party controls or has the power to control both. In de- 
termining whether concerns are independently owned and operated and whether 
or not affiliation exists, consideration shall be given to all appropriate factors 
including common ownership, common management, and contractual relation 
ships. 





é 
: 
: 
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(f) “Small Business Certificate” means a certificate issued by SBA pursuant 
to the authority contained in sections 203 end 212 of the act certifying that the 
holder of the certificate is a small business concern for the purpose of Govern- 
ment procurement and in accordance with the terms of the certificate. 

(g) “Certificate of Competency” means a certificate issued by SBA pursuant 
to the authority contained in section 212 (d) of the act stating that the holder 
of the certificate is competent as to capacity and credit, to perform a specific 
Government procurement contract. 

§ 103.3 Determination of small business for Government procurement—(a) 
General definition. A small business concern for the purpose of Government pro- 
curement is a concern that (1) is not dominant in its field of operation and, with 
its affiliates, employs fewer than 500 employees, or (2) is certified as a small 
business concern by SBA. 

(b) Status of nonmanufacturer. Anyone who submits bids or offers in his 
own name, but who proposes to furnish a product not manufactured by said 
bidder or offerer is deemed to be a small business concern when (1) he is a small 
business concern within the meaning of paragraph (a) of this section, and (2) 
he is a regular dealer as defined in the Walsh-Healey Public Contracts Act, 
and (3) in the case of a Government procurement reserved for or involving 
preferential treatment of small businesses or one involving equal bids, such 
nonmanufacturer shall, in order to qualify as small business, furnish the product 
of a small business manufacturer or producer in the performance of the contract. 

(c) Status through certification. Any business concern may apply to the 
Regional or Branch Office of SBA nearest to such concern’s principal place of 
business for a Small Business Certificate. If the applicant, together with all its 
affiliates, is not dominant and is otherwise determined to be a small business in 
its field of operation, even though it has in excess of 500 employees, a certificate 
will be issued certifying that the applicant is a small business concern within 
the meaning of the act. The holder of such a certificate will then qualify, sub- 
ject to the terms of the certificate, as a small business concern for Government 
procurement purposes. If the applicant is dominant, evén though together with 
all its affiliates it employs fewer than 500 persons, the application for a certifi- 

sate shall be denied. 

(d) Status through representation. In the submission of a bid or proposal 
on a Government procurement, a concern which meets the criteria of para- 
graphs (a) or (b) of this section, and which has not previously been denied 
small business status by SBA, may represent that it is a small business. In the 
absence of a written protest, such concern shall be deemed to be a small business 
for the purpose of the specific Government procurement involved. 

§ 103.4 Determination of small business for financial and other assistance. 
A small business concern for the purpose of financial and other assistance (except 
procurement assistance) is a business concern, including its affiliates, which is 
not dominant in its field of operation and can further qualify under the following 
criteria : 

(a) Manufacturing. Any manufacturing concern is classified: 

(1) Assmallif it employs 250 or fewer employees ; 

(2) As large if it employs more than 1,000 employees: 

(3) Either as small or large, depending on its industry and in accordance 
with the employment size standards set forth below in Schedule A, if it employs 
more than 250 but not more than 1,000 employees. 

(b) Wholesale. Any wholesale concern is small if its Annual Dollar Volume 
of Sales is $5,000,000 or less. Any wholesale concern also engaged in manufac- 
turing is not a “small business concern” unless it so qualifies under both the 
manufacturing and wholesaling standards. 

(c) Retail. Any retail concern is classified : 

(1) Assmallif its Annual Sales are $1,000,000 or less ; 

(2) As small if it is primarily engaged in making retail sales of general mer- 
chandise (including department stores and variety stores) or new and used motor 
vehicles or groceries with fresh meats and its Annual Sales are $2,000,000 or less. 

(d) Service trades. Any service trades concern is small if its Annual Receipts 
are $1,000,000 or less except that any hotel or power laundry is small if its 
Annual Receipts are $2,000,000 or less. 

(e) Construction. Any concern primarily engaged in construction is small 
if its average Annual Receipts are $5,000,000 or less for the preceding three years. 

(f) Trucking and warehousing. Any trucking and warehousing (local and 
long distance) concern is small if its Annual Receipts are $2,000,000 or less. 





1062 RAPID AMORTIZATION IN REGULATED INDUSTRIES 


(g) Tawicabs. Any taxicab concern is small if its Annual Receipts are $1,000,- 
000 or less. 

(h) Certificate of Competency. A concern which has been issued a Certificate 
of Competency is a small business concern for the purpose of SBA financial 
assistance. 

(i) Other standards. If a concern is engaged in the production of a number 
of products or the providing of a variety of services which are classified into dif- 
ferent industries, the appropriate standard to be used is that which has been 
established for the industry or activity in which it is primarily engaged. If no 
standard for an industry or activity has been set out in this Regulation, a 
concern seeking a size determination should apply for a Small Business Certificate. 

$130.5 Protest of small business status. (a) A bidder or offerer may, prior 
to award, question the small business status of the apparently successful bidder 
or offerer by sending a written protest to the contracting officer and to the SBA 
Regional Office for the region in which the apparently successful bidder or 
offerer has its principal place of business. Such protest shall contain a state- 
ment of the basis for the protest and available supporting facts. SBA will 
promptly notify the contracting officer of the date such protest was received and 
will advise the bidder in question that its size status is under review. 

(b) The contracting officer in a specific Government procurement may, prior 
to award, question the small business status of the apparently successful bidder 
or offerer by sending a written notice to the SBA Regional Office for the region in 
which the bidder or offerer has its principal place of business. Such notice shall 
contain a statement of the basis for such notice and available supporting facts. 
SBA will promptly notify the contracting officer of the date such notice was 
received and will advise the bidder in question that its size status is under 
review. 

(ec) The SBA will as soon as possible and within not more than 10 working 
days after receipt of a protest or notice investigate and determine the small 
business status of the concern and notify the contracting officer and the concern 
of its decision. . 

$103.6 Appeals. (a) Any concern which has been denied small business 
status by SBA may file an appeal with the Regional Office which issued the denial. 
The appeal must be in writing, signed by the applicant, and shall contain the 
basis therefor together with any new supporting facts. The Regional Director 
shall forward the appeal, together with his comments and appropriate files, to 
the Chairman, Size Standards Committee, Small Business Administration, 
Washington 25, D. C. 

(b) The filing of an appeal shall not extend or in any other way modify the 
time limit for determinations as set forth in § 103.5 (c). 

Dated: November 30, 1956. 


WENDELL B. Barnes, Administrator. 


ScHEDULE A.—Employment size standards pursuant to § 103.4 (a) (3) 





Census Employment size standard ! 

Classifi- (number of employees) 

cation Industry 

e 
250 500 1,000 
APPAREL AND RELATED PRODUCTS 
ia ah nines tenia dbmavatiinwe ~abmarshaéie BE ins hincencstg icine Kean 
2393 Bags, ee ee ee ee peneacrhadecase I Te aan I a oa 
IL 6h les alain Sy paral e Win bina neotinuetnh ee EPs aia & to wiles indent gy ES ES SRS EE 

ee I OE oe icin cnn sk Sbeuserstencbcnnsénatw ad ics en Saal cake Seba 
2394 | Canvas products-___-- rine allie Sannin 
2386 | Clothing, sheep-lined and leather-.._- Re 
2329 | Clothing, men’s and boys’, n. e. c.--- Be tiebu icc leke aki. 
SOOD: 1 Demin, CNR 5 isin wins ow cerns nes SN Bas tices icin ebb abindinaects 
2342 | Corsets and allied garments tate dic aaa icing eladictnioaninnteath inte ngl ees 
ee, C6 en cent cok sck lan nncosbacsessacceees en rae sage 
2361 | Dresses, children’s. --_..--..-- is bak eed Be Wace ceh eh nduwen ind 
2334 Dresses, hin ctiea eh veri nniG grintde dein n kpemerké Rei a bie Bian e ha 
2333 | Dresses, unit price- - sia aninues eabrinaenins ors I Sistas einai tl acceretiongche 
2398 | Embroideries, except Schiffli-machine......__...._._.._______. Me Poss areet fe 
2397 F mbroideries, PeEEEr eNO eee Seeks it ee ted cet hss 
2371 | Fur goods_. aa a a ll he cs antl einen BEE Mi chesngetehnseidlhitteeiaitiish 
2385 Garments, Teen enn nnn en nnn owarenrs a 
2381 | Gloves, dress, fabric and combination --__...--......._.--___-- ee Sik a eteiamautteens > 
2382 | Gloves, work, fabric and combination---_-....__._............-- 250 | 





See footnotes at end of table. 


=F 


aoe reer 
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ScHEDULE A.—Hmployment size standards pursuant to § 103.4 (a) (8)—Con. 




















Census Employment size standard 1 

Classifi- (number of employees) 

cation Industry ee oR 

Code | 

250 500 1,000 
APPAREL AND RELATED PRODUCTS—continued 
ee rg. Jit cvaiudedsh canine ndpadeceseerduniendneian BR Fi onsctidst lie 
2326 | Hat and cap materials -- dia ann em a ibmindeaernaipmedabepied 25 ibe: --} | rev tea 
2325 | Hats and caps, cloth, men’s and boys’......_.....--.---...... SE As. on ateattthcts aa... 
2392 | House furnishings, n. e. c....-___-- A55bKGNEsanasbamuawes FN Bice oma savers 1A cas ee 
Et NE ti aka Ast oae baste dansamees adie anumusiacdcaamsnnens NE A criennsunnhes 11a bie oe 
2323 | Neckwear, ‘men’s and DU nauchacdecaamecdiuaseccen Rams TE cthinmchehA thie <a 
2338 | Neckwear and scarfs, women’s..._________- ccaen BB eceuremidtd Ueda cs 
ee. 1 Coenen PUNT s GIRTON Bi Mt Ging oo cca cas ccccacceuceananeptendue Be irendhanth tis bee. 
2339 | Outerwear, women’ s, n. Dt Gotccdiansnnsnnace<s ngeermbetmielete BEE Livanelmeiattt te habia a. 
Bene | moves OG Geemeeny BOWE... .. oe co coc ence Rd secded Gan eka x 
2321 | Shirts, dress, and nightwear, men’s________._______________..- 250 nue Geecde 
Zeeo | Bumts, Work. ............... SbNEae RE Remaee Ow ats othe alan iaaelae SOO 15. canto ccs 
2336 Skirts, women’s. te cuepegubawnpabine SE dabdaninndd bbtntlowes 
2312 | Suit and coat findings Mist cine oupenetaacatawinsediitae 250 woul La.<wikee ol 
2311 | Suits and coats, men’s and boys’. _-.-_..._.......-._-.....__- 250 odin Gteceaih wae 
Se: 1 ee ee EN SRE i, cn winn nso muhcmrodins maoseressnteinen 250 iad onal 
2383 | Suspenders and garters-_-. cnn e aulgineinaln wesateaman 250 eal ceed ine 
2399 | Textile products, fabricated, n. e. c...___--- itaes tical Eb. coheed hin debe we 
2396 | Trimmings and art goods___._---_- ‘ iaetacn merece ilreikied 250 SRE aeamicee 
2327 | Trousers, separate_- Hisbs a eben es Sameera TE hives eaieithoek tite teeta wicbe: 
2395 | Tucking, pleating and hemstitching.. eat emt de indi a kalbak antalya 250 incubate amie 
2322 | Underwear, men’s and boys’ ila. pe Mivdiecksrdemadl peetion I nes cngie dial Sk tate edeie 
2341 | Underwear, Pret a wane GUNN BS. SS occu caaccwnducnmods Ti iceenn ts arle tetas 
CHEMICALS AND ALLIED PRODUCTS 
Od | NN, RPT ani oa pe ndnene ns ce nscnannacnaumines aahemrer learesesat 500 | .--------. 
2812 | Alkalies and chlorines- ~sicalendietenedtieda 1, 000 
2889 | Animal oils, n. e. e__.- SE Dike t ecm astaed hekectiaiees 
Sn | Le i nn nw awddaseeuceasbetadwane@nanaan BO ladnestweditdiabaiencn: 
EE 1 Ie I ooo ois snc cwdccuncapantepsandeueonen BOY hesconqustalioneegnnse 
2895 | Carbon black. -- anne igekdinns ieee PIAL eateteiicnts 
SE F aE II Oy Oasis cnc ccc cnccduaddcecacuccauace SE Ta: ar shutnihcetmte sede 
2842 | Cleaning and polishing preparations__...._...............___- DOO hn conn Pita bia pieancints 
i Pe Diners cous dutad wus w cided eam dactbeameiuisene 500 pty 
2821 | Cyelic (coal-tar) crudes..___. A : : BERRI Stn oes oc 
2826 | Explosives. - ‘ “ - MST resimecancct 
2871 | Fertilizers... “ GERI N ta atadiccie 
ree 5 rere CIN WINE aoc on vc cnc anannowacnoseuate SEN Ee icncnnnenin os ia 
ef OO Pleo ctaukcininaadadacad auddben bubccbaasacmet tes 1, 000 
2896 | Gases, compressed and liquefied ____- | Sell is ceetnaticaciies 
sy en ON I gee etn ned nan ibaniuxe a acchadeecucsuuebeut Sth -onitns andes teens 
2886 | Grease and tallow___. axammind St Mnaneddcantediniaedeiiis 
2863 | Gum naval stores (steam distilled) - SUE Ma ricpntaciin itt io anletanincds 
2861 | Hardwood distillation. _- a . ees Sel i aepreenttepiessate 
2891 | Ink, printing-. : faveacnasouesen pad SD Sind nates Fein npencpeieni 
2819 | Inorganic chemicals, n. ¢. ¢....-_-.-_-_-_-.-.----.-.---------- sins Be i eiaenicain 
2897 | Insecticides and fungicides_._........_._........-......_.__- 250 | say . ¥ 
2833 | Medicinal chemicals... ___- | 1, 000 
eee Pre es, IN. ooo ke nn ee ME asics needs 
2882 | Oil mills, linseed_ j te 
2883 | Oil mills, soybean. ik da cia aaa teeta abew teed asia cnet sa at | TE Fi eines 
2884 | Oil mills, vegetable, n. e. ¢c_- SE Mi ctccnteee ele mteaiiens 
2843 | Oils and assistants, sulfonated.....__....-.....--..----.--___- if ate aati 
2892 | Oils, essential. iol eti illo Wonccl as poaian sil aetna ead acerca TT ntcrnnegdeinealAcapncateoet 
ee PII hoa. onic ainn'e cinco cdun sane wc ata en 250 | Sane 
Sy F. Cortes GeO, TAS Os Un oo oon occ tats sa ccocedeeunacwncesac' Beane 1, 000 
2851 | Paints and varnishes. = duneasane cana 250 | poeteistin 
2834 | Pharmace po ra oo Secaean waiaacers ER Eprentnpiiscsitnn 
2823 | Plastics materials. .- wen : = otietin al eddie peau Deel ciae ncn ar aerate seiateennal 1, 000 
2824 | Rubber, synthetic.....---- = cite neanegilktated Darsibavece “a 1, 000 
2898 | Salt____- a seas A Soa cade a Ny re A 
2841 | Soap » and glycerin. os sakbaneiewxngaaipeeiae pen mania 1, 000 
2862 | Softwood distillation. - Renn paige AR ae site ine ican aae thas 1, 000 
2865 | Tanning and dyeing mé terials, natur: me: sieaeas oe 7 
2893 | Toilet preparations-..-. ; a ease ae ee Anew eek eee Se Lcseharieendedk tonne a’ 
EEE EWU SRN ME ND Gs ote enn scan seccswecaccaceeencaucses FOE, Dteremapp arth shcpenraios te 
| ELECTRICAL MACHINERY 

Seb SN, SINR ace cern nous kawce want wwunweonagaepsopcesteened tame | Sah cpap 
3692 | Batteries, primary (dry and wet) ____. eiaka deh aahistadente ta nite Ike cnr ae el ote. 1, 000 
3691 | Batteries, storage_____- sca laeeiencggane ie erratwhatcnpe tigen case aeliee Bees 
3612 Carbon and graphite products ie dial os sas ch epmrtralihdwww che werne ch craraes iio/es le anee dennitiameal ane bbaheated , 000 
3669 | Communication equipment, n. ¢. c..........-..--------------.].-----..-- 2 2 
3616 ee nD IN oc iacceuaweouascowducuewewcduci tes olncemn Td ieenten ets 
3619 | Electrical industrial apparatus, n. e, c......-..----.-..---..... SE freee hcotmchataleneue 


See footnotes at end of table. 
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RAPID AMORTIZATION IN REGULATED INDUSTRIES 





ScHEDULE A.—Employment size standards pursuant to § 103.4 (a) (3)—Con. 


Census 
Classifi- 
cation 
Code 





3491 
3443 
3494 
3421 
3442 
3465 
3467 
3424 
3471 
3431 
3497 
3466 
3429 
3439 
3499 
3481 
3432 
3468 
3492 
3425 
3495 
3444 
3463 
3493 
3441 
3411 
3422 
3423 
3496 
3461 
3489 


2042 
2052 
2051 
2021 
2033 
2043 


See footnotes at end of table, 


ew dinencibenleweaen 500 
Electrical welding apparatus __ sn ee oe SY yy ome 
ee OS ONION os Se boos. cece cnececweeen|on<ccenns ee ae 
Lamps, electric_.._._.-_-_- i een oe ie te ee ' 
Measuring instruments, cewaest 8 en Pos NS eee 500 
oe og See ee eee Peet pees 
NINN 5 3s tine boon > atin Bane le (ARE, et 
i, eens piton . eee 
Telephone and telegraph equipment----..._.-.......--------- | ae 
SS i Se eee Sata pe 
NNN hts inse ana cebeacensckaieaenbacasees eres : 
IN ages unin | 500 
Wiring devices and ee eases | 500 
X-ray and therapeutic Sees. See us pee ae 500 
| 
FABRICATED METAL PRODUCTS 
Barrels, drums and pails, metal__.....................--------]____-- | 500 
ERE a ee ee ee | Tes 2 50> 
RE ee eae ss a 500 
Cutlery --.-.-- Ce ee eee eras 500 
Doors, sash and trim, Ri Ares oe 20) ee aE 250 z ‘ 
Enameling and lacquering- ee | 250 
I rb alrniene 250 
Files__- : . Saleen . é cs 
Fixtures, eens 3, Doristare! to Tut lise ry oer ek 250 Pi 
Fixtures and ees: metal plumbing.......- eo 500 
Foil, metal__ . ; Se Aedes enien teem ae anniinen 250 j...... 
Galvanizing... ea ta as Oo ee : 250 a 
re (coe SE Oe wad ccbeltwossucows 250 ‘ 
Heating and cooking apparatus, n. e. Oe hens 500 
Metal products, fabricated, n. e. c_- nimairab tree | 250 =f 
NE cit pein ct ce ne theesesweb—s-seapanesie= c= 250 | 
tt .. Se Aide nea wktie okewehtsnbuwaadocne oewonpires PE sie bh Xietcaes 
aa eae eb cbuctiiabes a 
SS See eee * | 500 
Saws and saw blades, hand_.........-..------------------- Bee tees 
Screw-machine products Ce meas re ere aad 
I te Ca bad bbe oodauneceson | eae 
Stampings, Neen ne hiss s auswieiabadih dma we es 
ee cee ctenwncaanceaacamacan sen stescanancs samen | 500 
Structural and ornamental products. er eee oie 250 | 
ey ee GRO on sn Seek wodhcemcamense | ; San ok te 
I (i SE io elie il arc 250 ee 
eo.  pvbesbecsateccwauessase | 250 | 
Se ee oe ee eck dacnwanknusabcdue | 5 
Weeecue-cmenmeed peocucts._.................-........-......] 250 |_- 
re 2 eee eee ere eee tee ns as 
FOOD AND KINDRED PRODUCTS 
ead ahabeioanstsoucnapomea 250 = as 
en eo oneeunounennadberneektlanease 500 
Bread and other bakery products__.........-......----- scoleroed 250 es 
ec entrees secon os mann auianinenmneeaeeae os | BOR er omae nee 
Canning and preserv ing, except ens eee nese 250 |- = 
as Reali sha SR a SIT AS LP ee aed 
i RE a ae 250 |_- j 
Teen eee aes us eerekibian pi Gnistbanchavciivnshenre ora re as 500 
Chocolate and cocoa products i nce ictewashenaeeaipemaninmateanhinuas nae icone "| 500 
Ea a le Se et =A eet mal BED nniamwaseod 
ee A cosa Cae nin ceneedeovintenteicieimestaneoet= overs = on an ceinacs 
Ne ene eee oc a aren paebateetnmesm amen -| nem he 7 
nn ict emmnmenecmemes 250 |_- “ 
Cee eo capadpemnbnmciintsnmene ane mns 250 : 
a ee eee a 250 
ee nee mmbaent cameras | 250 
nine care nernne ere ten ene | 250 
ee cmenisdinnteameneneccereee ons 250 “ 
Teen eee nn  eceeemnne 250 
Fruits and vegetables, dehydrated - recat acta a iar ee BD a nncrnretvieg 
ES OLE RR OS LE at el a ES Nc cdteen eta 
rN aC atiendenenanatnaeencecoupmech med et ia : 
Ne Ne eee cai cdeukucausepee asenenee Lc munetihalieg 500 
Liquors, distilled, except brandy ig pcastinearann ech cided coed peep oni l es : 
ET ARIS lade RRC Tae Seana heehee a aa ee ae aa oa : 500 
ee an etecketnacwannawecseneeeatat Sta naln deed 


| 


Industry 


ELDCTRICAL MACHINERY 





Employment size standard 
(number of employees) 
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ScHEDULE A.—Employment size standards pursuant to § 103.4 (a) (3)—Con. 









































Census Employment size standard ! 
Classifi- (number of employees) 
cation Industry coaial aaa 
Code 
250 500 1,000 
| 
| FOOD AND KINDRDD PRODUCTS 
ON nes ae cee eine pecs ceetne in Seno nenamicotbin 260i tite xoece 4] 8558. 
2011 a ONS SON Sooo contn Sree Goaciepccususpeetapecins tee pahl : e142... 
er Cn congue ded accsmoseaninnogeeadensedt BO Baits. Sas 1b) 4 See 
SON Fie COIR nm inenic nn conncecesanatinnscssseenasend MD sais dae HS. Bs 
2093 | Oleomargarine--_.-.-..-.- ita teestneeutscwederinsaunndentensewelas cnet Wee iavanensean 
iby.) re eee Pe sere a Stee 
2015 | Poultry dressing, I 28 0 er ar ad Tn | Se ee ce seann Bs n> Beaks oes 
2044 | Rice cleaning and polishing. .....................--~.+--.--ss BOO Pc iS eee 
ek en onde. or Coun dumddlinidaedhiceneivwataie de De | ha act eS. wee 
BGs) Boerner Gir COGN NER Cie. so <n oven ceaeedent at Atisicaed eal i. oe 
2081 | Soft drinks, bottled. ..--......-....--- —ancatan atin taint a 250 |-..-.5 Sth Steen 
2063 | Sugar, beet__- Saha a ark aaa cal twoneadtus banned aes Ea hexeeauiue 1, 000 
SET GS SE eicionnGosesascnicedadsddhénuynbdcigueduseGall | Se A-Svahecsad | peters. 
2062 | Sugar, refining, cane_.--- SE I OL TE NINERS aan aeelteet = ere 1, 000 
SE 0 rE I Lia cortices esr gin Xero antag Sareea aE cio | 250 hill antigA ccip sts lal sis 
SUE || Se REE en nee occ en wtnaaanemen | Sit. ps Se 
| | 
FURNITURE AND FIXTURES | 
| | 
Furniture and fixtures, n. e. ¢c- PoC neck nie a nino cainigiel hie ais age Pan eSieet 4 A 
House furniture, metal except upholstered _ ___------ Kin 250 |...<... ee 
House furniture, wood, except upholstered - - --_- 250 Sub} bodes 
SECRROGIONE TENUIUNUIN OG TE, WES 6 oo owen wartime nnnwcnqusbae 250 dhl = 5 eet 
Household furniture, upholstered 5 date scieetsooh pil ati abecie | ig Ee 8 ee et ee 
Mattresses and bedsprings--.--.......---- raicw ations ages SiN Weiss ck eee 
Office furniture, metal. --....-....---- ati Pee papet ‘ COs ~...2esesn 
Office furniture, wood_-...--..------ seca nein | MP Westen Seth het ew sy 
Partitions and fixtures- st sath 4 dae se 
Professional furniture 2h ‘ 250 bees Sneek 
Public building furniture___. ‘ BOP Bite kee s Wed 
Reed and rattan furniture_-_-- 250 |... é ~ 
Restaurant furniture se . 250 sesh je 
Screens, window and door-...---------- & MOH occck Le. 
SI ee eT eco pebas eeapabinn eiependabiaeinnia OGD 4..6.c686.-5 
SRE WEIR 2 oto cpe aceincninwawnkecokans " i a SOO Aiitindce tia bbebacs 
INSTRUMENTS AND RELATED PRODUCTS 
} | 
3843 | Dental equipment and supplies_._.......-.-.----------------- NP kissed aie lenien 
3821 | Measuring instruments, mechanical---.-.......--------------- O08 1.5 5t0e.n. 
Sn Se EE an cto ah cacy Scie inln s Sbin ina i eh sono loo | BO FcR edad dene ing 
3831 | Optical instruments and lenses-.........-----.-------------.--- | WP losoteges aotiietaiing 
SGT] FeO aR ey WU a nn San enc eect ccmet nis nnnnannl cosassnaeegspaeuaee 1, 000 
3811 | Scientific instruments. ........-.............-..---------.---.- BOO Na dawateuclgvhtosees 
3841 | Surgical and medical instruments. .-.........-...-------.-..-- a Tr eee J ntletesc 
3842 | Surgical appliances and supplies_.........-..-....---.-------.- } Dee dacek odds elo d. gebdsee 
3872 | Watchcases- -- ea nvinchvibebiath nna rGeithins aes keh amsis BOP Ne cumciinas dbdase cease 
SRTE 1 PORCINE GOI. oo Shi on nce cc ccrque pen cncospaisennann jieeenwnnno} WO Po dasancewiie 
| | 
LEATHER AND LEATHER PRODUCTS 
3121 | Belting, industrial leather................2..2.<..... ee OD 8 cc ctececdicg ABRESee 
See. 1 Oe Ce sce dn a wae de ered dcccncdnnsesececencscna SOO)  ontinlaihs nada 
A Pe, ie i) a 
SU TSI s OIRO oes ee rein cadeunanbsdnanbagugnsinens DD Rice dais a aes 
Bee e Geely HNEEE WPONEE SE Seer cec bewndusdcuestosynedeceesenaseces ere ins Dates 
3171 | Handbags and purses------.--.------ LPibawheederetsousescces BOP beimceustahh achalasia 
SiGe s BRET MUO, 0. Casa cen en eave cccnnctbwossentanigs SD hie vi guetcnhitias amor sl 
ee! 8 INNES £06k ca kaeemecsenenenesbasccnonennas PEO Aatadiweans hon baiess 
STAD ¢ Laeeeer CU OG BOING goon cn cn ccicccwonesisesuesnsis BOO No daadi~ tsi Rowe Cae 
3161 | Luggage-_--_- lien wregeses thas tp conse manos tac antgtsas atari aot Speman Hk Sail | OE cis acetal ane dlecee 
3192 | Saddlery, harness, and whips- --...-..---...-...----.-- nian | DOO | oasis cada de “ 
See 1h Os CE once neinsas pemenandnansconsesaupeiduewecndimngs BD i cisascasce F kaiiatipe we 
LUMBER AND PRODUCTS, EXCEPT FURNITURE 
914) | Basioota; rate and weemtedhe. qc. oon n ncn cnneccccsccccocssn FED hisin cxciencalin nbd ae 
BOE T SHOE, CNN once canta sb a caenbsh eset tenasaginsandescseddecenonsa | BW Nifncinaeaietnnihabiaat 
2444 | Boxes, wooden (except cigar boxes)................-.-------.-- | BU A vaneciecual enka aiaes 
DOG © mI atk he tnd it osek a kad kimmandwunneondcitdcsaees FOG ta nmbadidlcwmddliciinas 
UE er TN oon pane eaddcodenccedcedcevabagueedsedinenaniecant a ae 
See SE as hii icn dc andapaccckcdanddcwiaddedimnmbangannes SOO Esiicanclisica I> => sulla 
SERS 1 CII, Te BIN Nt cocoon caikeiccdccscnsacnaecncanne + ee dthltieate 
Die FRA Oe Fe POON a ion rk tii neice secccondcccapnams Oe Aon sak eee wn deldoas 
eo I Ig 3c 8 a snk bo cektnenddewesadadtacedsdaunecse BOE bn wns haan bitin 
2432 | Plywood plants--..-.....-...-- scds ccc aReadodtanssnacmcbngieie BOP Bininitnwedtslpapamisipas 
2442 | Rattan and willow ware, n. ©. C.........-..................... 250 


See footnotes at end of table. 
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SoHEDULE A.—Employment size standards pursuant to § 103.4 (a) Arse. 


Census 
Classifi- 
cation 
Code 





2421 








Employment size standard ! 


Industry 


250 


LUMBER AND PRODUCTS, EXCEPT FURNITURE—Continued 


Wood preserving............-.- 
Nn Mater 3 aaa eb esesoubecoencen 
Wood products, prefabricated 

MACHINERY (EXCEPT ELECTRICAL) 


Bearings, ball and roller 




















(number of employees) 








a el ncnetnmannlentamiiened 1, 000 

PEN d<n btn ihintchtcsGenpbesacseencaeencsevce=soee lS cabinet mauniy nee 

ee ee See a cdl masmenapoloavodeaans 1, 000 

Construction and mining machinery. ....................-----]......---- We ES 

SP ditedsivedtGlthGRlRSScbbsstheseccenereseecseroconces a 

ON ee eee BR aces corbadl gat 

I ccc cal-wenncoeshlwecneewasm 1, 000 

i I oC cmcesenenlacacmen= Siaiecannia 1, 000 

Farm machinery (except tractors).................---.-------- BU Rencerkeumaseicideeasises 

| = es 250 

Furnaces and ovens, industrial................-.........-.-.-- 250 

General industrial machinery, n. e. c__....-...------ ‘ 250 

Laundry and dry-cleaning machinery 250 

Neen nnn ne ee Ln emanmeneal mamesumeen 

EAE ee ee 250 

I Oe a werd ome mee coms 

Office and store machines, n. e. c.............--.-.-.-.-.----- 250 

ae 5 

Pan aes meeninery -. ...--..<-=.<<.-..2..s....2:..--- 250 | 

Pipe and fittings, fabricated__................-.......---_---- 250 | 

Power-transmission equipment-....................---.-..--.- 

ok 

es ob bk oe cee ete conaaascenneey 

Pumps, measuring and dispensing---...........-.---- 1, 000 

ORE LR ES I oe 1, 000 

EE SE eee 250 

Service and household machines, n. e. ¢.....-..--.--- ee 250 

le peice he ee Se em y 1, 000 

Special industry machinery, en 250 

Ra neuen nee mane om : ; 500 | 

Textile machinery-- a E 250 | | 

pi ER ee 250 | 

Tools, machine--_._------ emer tie e  e T ne 500 | 

nd GOE® nnn ec eicacs- Care ne ct nt eer a an | 1, 000 

Trucks and tractors, industrial_...................__.- a 250 | 

Re te crnn éncceecaneaancancauen 1, 000 

ae Re atts ea rar es Ck ao nih ates gern pcoeiee Laas 1, 000 

Valves and fittings, except plumbers’ _-...............--..__. esi 500 . 

Woodworking machinery. ....................-----.--- : ta. 
MISCELLANEOUS MANUFACTURES 

ON I Bilis pcre PE te wa cuncwnne ec a 250 | 

Beauty and barber shop equipment_____..___-.___...._...___- 250 |... 

Brooms and brushes... ................- Sand eee eo 250 |-------- 

Tee annum I  depeeeE) eerie, 

Se Apatite iin nn ee caneneneae tes ; 250 

Carben paper and inked ribbons---_--...._...........-----_- 250 Rca 

a isa, 250 | ohn 

ee ape era ch olla a canon Cacasavas a 250 | 

Fireworks and pyrotechnics____.____.._.___- Saino neal 250 | j 

Flowers, artificial = eit a ar eatin | lh. ck nanuhem aie 

a  mmimmmmanmail 250 | 

Games and toys, n. Fee ee anaes 250 | Dhaest 

Teen enn TTT eee paannenanen ok esncee | = 

Instruments, musical, n.e.c.-....._.-.---------------- 250 | | : 

el I ll ore ean ininmenons ones 259 | : 

Jewelry and mane... 250 | z 

Neen en  cisckumtube : 250 |- 

Jewelry (precious Meee “ 259 |_. cS 

ee ih Aielyniaieng- ian aaeeneana mene ence nelcacenl 250 | 

NN nee nnn nT nn nn enn ance enna ena osmpeemaneoeucenens 250 | J 

Matches _- -- Seticviasaah icalaiehaietgsibaaacheceianripanestiegntcioapaic ssh ae <altininiticei entation 1,000 

Miscellaneous products, ergies | BT Lariat nletets didi he ne 

Models and patterns (except et..- es me SE Econ chaksetatetcbeDideDhiahe 

Morticians’ goods irieansaatesgeieaadoaicmaeeoaion SD he deren cdltihthinan 

Needles, pins, and RRC rrrete cote reson ns rt ke<dexpile’ . 

RE NE ES a am peeled a SE Bee eernin aba 

Pens and mechanical pencils es ace ae 500 |_....-. 

nn nnaenaiammaseme 250 


See footnotes at end of table, 
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SonepuLe A.—Employment size standards pursuant to § 103.4 (a) (3)—Con. 


Census 
Classifi- 
cation 
Code 


3931 
3996 
3971 
3987 
3993 
3914 
3989 
3999 
3997 
3949 
3953 
3995 
3943 


2661 
2671 


2651 | 


2674 


2691 | 
2612 | 


2641 
2699 
2694 
2611 
2693 


2931 
2932 
2991 
2992 
2951 


2911 
2952 


3334 
3352 
3331 
3351 
3313 
3321 
3322 
3361 
3323 
3391 
3332 
3399 
3359 
3339 
3341 
3393 
3312 
3392 
3333 


2782 
2781 
2789 
2732 
2731 
2771 
2794 
2792 
2761 
2783 
2711 
2721 
2793 
2751 
2741 
2791 








Employment size standard ! 
(number of employees) 





Industry 
250 500 1,000 
MISCELLANEOUS MANUFACTURES—continued 
MG Gd, alt cn aciddaneakenastcnahtceduddidekiwendvesdeudhahabhseiat ‘ Gee bees 
rns SI ae ow ees n= 3 Sr st ee 
a N,N TS ee pee eee Bai ae 
RI IN oi a a a iciieminma ES EE 
Signs and adv ertising displ: RFR sc. cucssasssaci nn as -senks SON ioc shoes ~<a 
er VOl Wen Gnd UNIT WENO G en ace cc sdncaencencsoncecacases - 500 


Small arms__- 





Di eee he ee ee se ee oe ee eae OP 8. a cae 
Small arms ammunition_- anaetuaneladscUlNsue eases teen 1,000 
Soda-fountain and bar equipment aa nh, ae SETS Beas Sine 
Sporting and athletic goods----__.........----....- Se eee a - oy Reiere 6 BE ego aiiae 
Stamps, hand and stencils.....................- wantnedsb auld SO 3 AL Ee Ge ae 
Umbrellas, parasols and canes...............--.-_....-.--.---- 9b 80 ib eae 
eg ne Bas ee Se 
PAPER AND ALLIED PRODUCTS 
SIRE on uinancnb lon neaeabckeuneseses<tnene ne suai eta CP ao 
Boxes, paperboard. -............... ~eseceedecennnaaeiiilcenih ‘ ea crise) Baa naoe 
Envelopes SRE ae eee Ek Ee ae eee Se me al 8 Me Wa ast bE i tkensnce 
Fiber cans, tubes, ‘drums, TI nitions itciiea igetrepitona dieedinaiapmannar TOM G staid A AGaseee 
Peter AG DOOTG. GeP-OUL... ..~ 2. nscsccesenndhdb<heokbais lie SR BEL DE oe cnins 
me CI nn i eeeetneiialn tis tals ; OOP Bi cone 
Paper Goutuie Od Gmscing. ..- ec nccecnnne eee MN etait RAs... 
— eeee, CE, Th. OO. 585 cen eaueveceenunses 96h... Mik Rees 
Pulp goods, preg UE OO ak os once aeideedl addi unis ‘ Ge Bete ccca 
SE MIEN divetecarmiRianineics edge tre aie ctl eeuiebemen aeleereuaereannse-daweerst andi ad 1, 000 
I cnn henna ud on pac eneubbedecenendscnemeiee 8 Ai RA 2) 
PETROLEUM AND COAL PRODUCTS 
EE SR RO eT LT BOD Pose 5seon I etdences 
Ce CVI RII 5a. ooh bebececndavdecdseessddelle ere TJS 1,000 
Fuels, briquets and packaged. -.....-...........-...........-- MO wae is to 
I nmap SEU Ah Sc cncns 
ue ek ee eee OP F200. I i nene 
Petroleum and coal products, n. e. c_.....--..-.--------------- SO We a. 
UNPIIETY SRIIII do onion net wan seca cqusetncasenessinnssior dil uuu OesdL kone ate 1, 000 
I I a i OF Beeeise ae 
PRIMARY METAL INDUSTRIES 

RTIRIIT, DONE oct cenctenscnemniredan tian Dikibidy IEE ye ebart tLWleet< 1, 000 
AdatAiitaie SOUS WE GINGER. <. . 2 <<a cs ossececdnsencsson=} subs s3 ue eT. 1,000 
CARNE, ES ond ncdecenedocgunsrsesecduquseesencensncgunacastsSuilial UR sabtatdee 1,000 
OCODOSF TORS OU MOR WEIE. 25. 55s seecsewesenocsenennn stp UNS 1, 000 
Electrometallurgical products. ---..-...-.....------.-..-------- Li SUeR SOR 1, 000 
Foundries, gray-iron 


Foundries, malleable-iron 
Foundries, nonferrous 
I ig un einianns 
a and steel forgings 
I tt Reet actin nd akcanenhsnbueandieetcinwcumandl 
Metal industries, “primary, n.e.c 
Nonferrous metal rolling, 0. 6. ©. .......--cccccoccecconluleusie.- 
Nonferrous metals, primary, n. e. c 
IWORTOFTONNE SOOCRIN: MOORE OONT Ss cn cidadnsveddnndeakanenand 
Pipe, welded and heavy-riveted.__.__-......---.--------_-_- 
Steel works and rolling mills (includes 3311, blast furnaces). __- 
Weer GEeFe c<. 6. dcgsuce cud cudantemeeussnccess blbee, Lola 
Zinc, primary. -.-.-...-..- Aehdauareleaeliniimaeumamindoleewiie paisa ciara 


PRINTING AND PUBLISHING INDUSTRIES 


Blankbook making and paper ruling 
I a al cast star mittens 
Bookbinding work, miscellaneous 
ee Bee Len ahd maieanmnneieeel 
Books: publishing and printing 
Ss SEIN nd. Senet d Kins emiiedialbhtndadeeewedoutinthedee 
Electrotyping and stereotyping 
Engraving and plate printing 
RAORNREIN £5. 44 5 seta on ola caw eeeienddecsesdsdcadsencewthl 
Loose-leaf binders and devices 
een cansiile uke yanaiinitedddubenianeenahlnuadnee sae 
PE a i sana cdutacnden oss cutenk ages vanlwanisenn tic —eaie 
NED as cncbiebcaminnmakinais dita smaachivnhhintobnanen 
a uss tsk deg capes sim eeplorant demesne ase eet 
Publishing, miscellaneous 
Typesetting 


See footnotes at end of table. 





208 $2358, J iin... 
ae. Gp §.....~- 
wnttetow Gp §253..... 
SOP SLU, Bee eae 
pi wadadabil Op ti)... 
néseplvacctslisecunp« 1, 000 
i ddsocnbiiebunnedese 1,000 
Sodbsetblg he wdeuulc. 1, 000 
SOO Pols es] ag hewn 
S00 1s Ju 205 2. Shea ane 
FEO Fo casle op letnnmo tec 
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RAPID AMORTIZATION IN REGULATED INDUSTRIES 


ScHEDULE A.—Employment size standards pursuant to § 103.4 (a) (3)—Con. 


Census 
Classifi- 
cation 
Code 


2261 
2216 
2294 
2223 
2254 
2224 
2225 
2212 
2222 





























Employment size standard ! 
(number of employees) 
Industry = = 
250 500 1,000 
RUBBER PRODUCTS 
NE CEI oo on moneonnecnsonecas= Seccnieeieititeaeliemmmemans dues cibenissaieesad al cxcageraigmil | 1, 000 
MR ous ckscksscastccstesenasecesn cones |ooccapece 2S ote --- 
So os0penganaeeGncasdcschasdndaccccconacnse-= Ee i 4-....- < 
te os sanded Getecesnesscoasacsee nes abdesonugenth- <soenas> < 1, 000 
STONE, CLAY AND GLASS PRODUCTS 

RINNE, iin cnnscacnctensaasinseccnssecceccos-<ones DOD teem nennty 4 | ian eene 
rnc cduetisaeGndbeeadbsdks bacscdeeake in sestiom ceed } NE cities ain es 
a a dasedeebecnaadcseocveckewaneas 250 Cae aien talk lee ards 
i inven pcnnaeneeeses hhakbascacaccccnsrss-t]ooonss 7 BN ns. oe 
es cman Ger OO GREGG... 6 ooo ccccccccscccee se ee 250 | dais ete 
Clay products, structural, n. e. ¢........-...-..--------------- ene ee oan oe 
ae on cen swnaecbaes Sabseon séscakneciee teal cad ies seme. 
oC adetesewanewnen eens eo nd Ea caste cal beset : 
ia ee einenn tate tccetteucebeccaee ee os ee eee 1,000 
UR ING SEOUNO DROGUGUR. o.0cccscecssaccccscescc-22-5555-- 250 a cat ree 
Soeeneen Seenmeenees INGUIOtONS... ...0...25.5..2..222-2222-2-<f-2.. 2. 500 |....-- ; 
ee a anne cedaesysebesths écbceccwddagsoccors se eed 1, 000 
St rs Oe PONE. os ccamnsscnccaeccacnswsencees--> beatae | lle eile 
Glassware, pressed and blown, n. e. ¢__-----------------------]}------ . ee 
SNe MNNNNtL OF WUNIMODG. . concn ccncscccccicccocscccconu-e oy fale GR a 

ed nasebahsscecsesleres ties cmtasdlionasneners 1, 000 
DB ros dacine ee tebe eanneesesasdbascsobesetee en 0 hal eg! ol TE heer eo 
Mineral products, nonmetallic, n. e. ¢.....--..---------------- Si RAE aces 
tide chen eeniabaaabnesaadtbiacséssctconsce ; aan 
ae SPT Sesh adlowcinntnee 
on careaeeseaneruacedisniee= : I cles ates a caees 
a Se eteob i aboccwcerecc TS ioc Ng Seekonk 
DTT Ten nnn eee. suasnabucmowincennnes ae 
END CEE ONE WIIUINNOS oo no nhc ene snssscsesscceecss--]------ 7 ee Ere d<oceln 
MO ccc ucsneesasséndiescssscsasccsnnnas ee nantes 
ee ccwuweidaatbadassanacdboler solos Te eee ee 
aes eaienadsihabessecnssccuas banat cs 
nn, savenhtesttcwkbckins keene eee UTS A es 
ay poeeees, Serememiwere 000. .... 2. cscccccesls ull. 2 oe Sno 
on cneciieinaichitneaddisicccéncaweeosecepms ee ss 

TEXTILE MILL PRODUCTS 

a ec kate ed Chamemainnaaae ee 
Ce Min, CONUGG MRMNG, WOON. 6 seis censsccceseseese--1-—-cns-=|-enesen—o] 1,000 
ew nen setawiieebsaaansenadcaberroauedos ES ee ee 
as  eangndsecesseneasséese seasesse ee es 
in i cmhemeadeashseakaecssgoewe=s 4 ee 
Fabrics, coated, except rubberized__..................---.------ Ee Se ia 
een on shuskbesdbchsbeehosediaaul.cobatctoleoress Ae 1, 000 
Fabrics, rayon and related broad woven.........-.....-.------]_...------ Ee tcicexe 
Fabrics, wooden and worsted.....................-.----.----- 

CN casnensobenesaassdisscaoaees 

Floor coverings, hard surface 

Glove, knit, mills__.___.__-- 

Hats and hat bodies, fur-felt___ 

Hats and hat bodies, wool felt- 

I I te 

Tein i eenmuanelseesueensssycatt or cen 

rr  assesecumsagabedodepaccce 

Pennant MUNIN, RM Spo lel eee a lL ee 2 
ee eG cc rwdetonsecsakediscesdlcuccwces We tt cee coe 
en nnondiweassnbicadascssd ees... Leelee ieee 
etl can concn nonceccs seccccwnsee= screens Bees cabanas ipa hae saw 
rr Ae eee ed Poa bt SA NR ee aaa ae 
Paddings and upholstery filling. ............._- ee ee 
Scouring and combing plants..............................---- Re ee eae en an 
i s aalidindusddeubesscqed incaxeee Oe ae 
Ee SE, CHONG WOUE 8. no cc cncoscsecscsssceb kL See oe a wines 
i  wabaedbwisssédagccuusecd NO Fa a ais 
EE ncn acdesseenscssscncduccuscseced ST eters eee Se 
eS pee sebeneieeenecedtassiopeeteeses a, 
i cl metaguamaemlend tons d tea ceoee : aa 
I cc dnenecaesasscadduue see ee : Becca 
a adaeddanesaididaca ha ee 
eh UE, GINIINS. nn ona cekwcccdcson dee oncu os fecuweee ese, 
a nsenscbasadsdassesise | te he 


See footnotes at end of table. 
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SoHEDULE A.—Employment size standards pursuant to § 103.4 (a) (3)—Con. 

















Census Employment size standard ! 
Classifi- | (number of employees) 
cation | Industry a 
Code | 
250 500 1,000 
| TOBACCO MANUFACTURERS 
2193 }-Olgevetiet: 2.52 coe a ele Geet Bak [osckacus 1, 000 
ADS i Oi sa ooo cits etd ebL eh obec cad eain 65 ~Senese ate ~dacen 5 Sint baked TN re etal 
Zink | DODMOO, COWIE Gibd MIEEUE 0 on ncancccecncnncesaceoteneexisuneensds DE Bioaccictaate 
2141 | Topaeoo, stemming Gnd rearyine..... 6.6... noncecncnngoses|accacce | BOF Escoonceeen 
i 
TRANSPORTATION EQUIPMENT | 
Pe TE eS mens a 3 a eee 1, 000 
3722 | Aivorelt eneines./2, (2500). c. ET es Se ae ac ee Ss be aeeaee tetas 1, 000 
S7ap | Atrecsit caiman 1 6 ssa ee sce ck hs eS 
3723 | Aircraft propellers. ___- asi aah hla tlie Raia i tuts wbbbiakitbilei hn dies Bat ats 1, 000 
ee As ee nn eee ennn aemaee Mase PE lesenc eee Ds aaa 
STan | TBOCMIOCVS Ge Pees es eb ece i cca Be Sade Sicha Luk seed 1, 000 
S751 Motercyeles and Disvalees. sis kn soe esd SSA eae ae aes 
Aa: ONE WO OT I id apni nptinibmeinbenie die «npligep thin’ ae ero 1, 000 
Cee eran tee mmodeme tormaen Bees nacre ta 1, 000 
3701} Ci Dallding ame reperies... fo. sb Se ee ed PRs ee 1, 000 
3710 | Draters, SubemebRe lc. 25h eis shh Bese been diclenns WO $55 cick he nckeioens 
POT Nic i OS i cise eh aetna dca ieenianedaaids FON ecere init nononaeive 
3799 | Transportation equipment, n. @. c_......-...-------.---------- WEE to cc ccastciecctepabes 
S705*} THGGE OG DUS WOGMM Lio ok be cs ee tie weld 0. Sa No aids 
| 











1 The total number of employees listed for each industry includes all employees of affiliates. 
? The abbreviation n. e. c. means not elsewhere classified. 


[F. R. Doe. 56-9990; Filed, Doc. 5, 1956; 8:50 a. m.] 


Nonmanufacturing concerns 


Any wholesale concern is considered small if its annual dollar volume of sales 
is $5 million or less; any retail or service trades concern is small if its annual 
sales or receipts are $1 million or less. (The regulation also provides certain 
exceptions.) The dividing line between large and small for other industries for 
purposes other than Government procurement: 

Construction.—Average annual receipts of $5 million or less for the preceding 
3 years; 

Trucking and warehousing.—Annual receipts of $2 million or less ; 

Tavicabs.—Annual receipts of $1 million or less. 


TEXT OF NEW DEFINITION 


Following is the text of the new definition of small business, as published in 
the Federal Register. Section 103.3 (a) and (b) defines “small business concern” 
for the purpose of Government procurement; section 103.4 (a) through (i) gives 
the definition to be used for SBA business loans and purposes other than 
Government procurement. 


TITLE 13—BUSINESS CREDIT AND ASSISTANCE 
CHAPTER II—SMALL BUSINESS ADMINISTRATION 
PART 103—SMALL BUSINESS SIZE STANDARDS 


[Amendment No. 1] 


The Small Business Administration Size Standards Regulation is hereby 
amended by: 


Sec. 1. Deleting subsection 103.2 (c) in its entirety and substituting the fol- 
lowing in lieu thereof: 

““(e) ‘Number of Employees,’ except as SBA otherwise determines in a par- 
ticular industry or part thereof, means the average employment of any 
concern and its affiliates based on the number of persons employed during 
the pay period ending nearest the 15th of the third month in each calendar 
quarter for the preceding four quarters. If a concern has not been in exist- 
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ence for four full calendar quarters, ‘Number of Employees’ means the 
average employment of such concern and its affiliates during the period 
such concern has been in existence based on the number of persons employed 
during the pay period ending nearest the 15th of each month.” 
Seo. 2. Deleting subsection 103.3 (b) in its entirety and substituting the fol- 
lowing in lieu thereof : 

“(b) Status of Non-Manufacturer—Anyone who submits bids or offers 
in his own name, but who proposes to furnish a product not manufactured by 
said bidder or offerer, is deemed to be a small business concern when 

(1) he is a small business concern within the meaning of subsection 
103.3 (a) above, and 

(2) he is a regular dealer as defined by the regulations promulgated 
by the Secretary of Labor (41 C. F. R. 201, as amended) pursuant to the 
Walsh-Healey Public Contracts Act, and 

(3) in the case of Government procurement reserved for or involving 
the preferential treatment of small businesses or one involving equal 
bids, such non-manufacturer shall, in order to qualify as a small business, 
furnish in the performance of the contract the products of a small 
business manufacturer or producer which products are manufactured 
or produced in the United States or its Territories or possessions.” 

Sec. 3. Adding the following sentence at the end of subsection 103.3 (c): 

“Whenever a Small Business Certificate is issued, the industry or field of 
operation of the concern which received such certificates shall be published 
in Schedule B hereof.” 

Sec. 4. Deleting subsection 103.4 (i) in its entirety and substituting the follow- 
ing in lieu thereof: 

“(I) Other Standards. 

(1) If a concern is engaged in the production of a number of products 
or the providing of a variety of services which are classified in different 
industries, the appropriate standard to be used is that which has been 
established for the industry or activity in which the concern is primarily 
engaged. 

(2) If no standard for an industry or activity has been set out in this 
regulation, a concern seeking a size determination may apply to the Regional 
or Branch Office of SBA nearest to such concern’s principal place of business 
for such determination.” 

. Sec. 5. Adding Schedule B as a part of the Small Business Size Standards as 
ollows: 


“ScHEDULE B—INDUSTRIES AND FIELDS OF OPERATION IN WHICH THE SMALL 
Bustness ADMINISTRATION Has Issurp SMALL BusINess CERTIFICATES PuR- 
SUANT TO SECTION 103.3 (c) 


Industry or Field of Operation 


1. Petroleum Refining 
2. Electronics Manufacturing 
WENDELL B. BARNES, 


Administrator. 
Dated : March 11, 1957 


TITLE 13—BUSINESS CREDIT AND ASSISTANCE 
CHAPTER II—SMAtLL BusINESS ADMINISTRATION 
PART 103—-SMALL BUSINESS SIZE STANDARDS 


[Amendment No. 2] 


The Small Business Administration Size Standards Regulation, as amended 
(21 F. R. 9709, 22 F. R. 2121) is hereby amended by: 

Sec. 1. Deleting subsection 103.3 (b) in its entirety and substituting the fol- 
lowing in lieu thereof : 

“(b) Status of Non-Manufacturer. Anyone who submits bids or offers in 
his own name, except for construction or service-type contracts, but who 
proposes to furnish a product not manufactured by said bidder or offerer, 
is deemed to be a small business concern when 
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3 (1) he is a small business concern within the meaning of subsection 
: 103.3 (a) above, and 
(2) he is a regular dealer as defined by the regulations promulgated by 
the Secretary of Labor (41 C. F. R. 201, as amended) pursuant to the Walsh- 
Healey Public Contracts Act, and 
(3) in the case of Government procurement reserved for or involving 
the preferential treatment of small businesses or one involving equal bids, 
such non-manufacturer shall furnish in the performance of the contract the 
products of a small business manufacturer or producer which products are 
manufactured or produced in the United States or its Territories or pos- 
sessions.” 
Sec. 2. Deleting subsection 103.3 (c) in its entirety and substituting the 
following in lieu thereof : 
“(c) Status Through Cerification. Any business concern may apply to the 
Regional or Branch Office of SBA nearest to such concern’s principal place 
of business for a Small Business Certificate. In certain industries or fields 
of operation as determined by SBA, if the applicant, together with all its 
affiliates, is not dominant and is otherwise determined to be a small business 
in its industry or field of operation, even though it has in excess of 500 
employees, a certificate may be issued certifying that the applicant is a 
small business concern within the meaning of the Act. The holder of such 
a certificate will then qualify, subject to the terms of the certificate, as a 
small business concern for Government procurement purposes. If the ap- 
plicant is dominant, even though together with all its affiliates it employs 
fewer than 500 persons, the application for a certificate shall be denied. 
Whenever a Small Business Certificate is issued, the industry or field of 
operation of the concern which received such certificate shall be published 
in Schedule B hereof.” 
Sec. 3. Adding to Schedule B the following industries or fields of operation: 
. Aircraft parts and assemblies (specified classes) 
. Cotton broad woven fabrics 
. Motor-vehicle parts and assemblies (specified classes) 
. Rubber footwear including rubber-sole canvas shoes 
. Tires and inner tubes 
. Trucks, heavy duty off-the-road 
). Steel pipes and tubes 
10. Steel wire (high carbon) 
11. Wire rope and galvanized strand 


CO AI SD C1 CO 


7 


WENDELL B. BARNES, 


Administrator. 
Dated: March 29, 1957 


TITLE 183—BUSINESS CREDIT AND ASSISTANCE 
CHAPTER II—SMALL Business ADMINISTRATION 
PART 103—-SMALL BUSINESS SIZE STANDARDS 
[Amendment No. 3] 


APPEALS 


The Small Business Administration Size Standards Regulation, as amended 
(21 F. R. 9709, 22 F. R. 2121, 2758), is hereby amended by deleting Sec. 103.6 in 
its entirety and substituting the following in lieu thereof: 

Seo. 103.6. APPEALS. (a) Any concern which has been denied small busi- 
ness status by SBA may file an appeal within 45 days from the date of 
receipt of the denial letter with the same Regional Office with which it 
filed an application for such status. The appeal must be in writing, signed 
by the applicant, or its representative, and shall contain the basis therefor 
together with any new supporting facts. The Regional Director shall for- 
ward the appeal, together with his comments and appropriate files, to the 
Administrator, Small Business Administration, Washington 25, D. C. 

(b) The filing of an appeal shall not extend or in any other way modify 
the time limits for determinations as set forth in Sec. 103.5 (c). 


WENDELL B. BARNES, 


Administrator. 
Dated: May 1, 1957. 
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Goal 
No. 


| 


SHAMS awh 





| Portland cement 
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Classification of expansion goals by level of mobilization regulations 


Mobilization 











requirements | Not ap- 
Name plicable 
Full | Partial 

Neen nnn nnn nee int caepne ameie ieee cy, tel 
EIDE LEE RS Sea ot SEO OS Sea ee lee ele BY Bie encce 
CN NN iiss. tats ches Ge Lyle ee ice agp hee hecsblnsdcs ~disedbepsans tile encace 
Tee een Leiseacoaeaiemaeeonntaetcnell en oa 
Nee ee enn ne ce apien Miele De ete inst 
7 I Eat ch Oe OR LEER). Gee Eee ae ee ES eresed ae. PRESS y a 
OU oo Se ee i aT Dae 8 a edsnonkout MOUMEES obidel Bo tiesto 
I es lh ee x “ 

SE Tee ee een cer cakcusuhescncacudosupcenssdelescenn hha (‘) 
Semneicees. th oe Pes seeh Oates te ee ek eae i Car x Pa aieioacncscc 
Columbite and tantalite ores_-_--- irate a i ta ae ee Ore ee ot th SS ek + me 
I a I a dl 2 7m —_ 
IES oie. Bee ae ot one ee ee at esucntpewenpes i cna 
Manganese ore, metallurgical grade... .............-----..-.---.---.----.- Be Batsebbdhosn cece 
EE ntdiece emepeedtebe~ bhtebln nse es { Reds eed heh ae 
Neen a nto ee ea Renee oe ee Eta Li wwe 
ee sk chi se oe bee retort beater e eee cman Pree eg aa. 
repented: Be, Shee Bes Se) 8 re ee ed Se ee ke oo eS 
ee ES EE EEE TE a ee TT ade [oP Epi <e ons 
a tet tt De ett. Bs gat apa mE a ie 
Spepeuny aearapeny @reme. taller e ce eel Pe encase 
I a Dae Bi a OS el ts nme bbidadboeobeiidbed as x as 
a ile Ee iE he iE fara ale shite stmmabsGekie (2) = ee 
ek wakbeneamnessike on anadeosiansetiinam~en UT ida crerennsie 
LL... 2100.5. AJORA Liana DUO ese Cab abdancackhutwusvccoee se weue x “ 
PS rd eg oh ons, eo loktiss igpeuvivke<as ad hobo SS dsN es Se Laedkhok x x 
Cee al te ad Be ke aun 


lili li een. ani ot eRe te Rs i lala tetipehtdaeh 
CE EERE E 2 DT MOTE (EIS 1b DORs TFS ee ee 
Hydrogen peroxide (100 percent H2O? basis) 
I dealers iniisinnmeihvadeed 
ti a A I ah Ee SIRE il ety ccd agli ata * See 
Tires (specific types) 


o os Rem weew ewe ses ete seems ee woncgr co wec cores ones ce cr eesose= 


Carbon tetrachloride__-_-_-_- a ak ee 
Formaldehyde 


Quinoline 
ee ae ea ee nneubedamemes 
Trichlorethylene _- 
Iron oxide, yellow (synthetic). .............-_------- tail a cara ; 
Maleic anhy TN mbine ie Lai 
Benzene benachloride, technical ‘grade. tee a eden on kee eae ae ee 

I ek 2 id bddedboocisichhawceceeso adele 
Plywood, oe type, softwood 
Vehicles and engines (military) 





NN LLL TEL ADA ETS 
Paper, paperboard, and wood pulp___-_--.---- Perabtretaetatcte stanton ies 
ee So pibnaianamagnndbnnnnentutesna ine ; 
a RN k,n cn aeensh btn ataieb Sddd nocd eeosbstig (‘) 
DN en a cc usdanvenncnasuadessns 


Benzene hexachloride, 99 percent or more gamma isomer content (lindane). 
Storage batteries, Nas. ahs ek be ts och ke 
en ci eeeadminn bebnindabe aemminan ants -| wteiae 
a ce et aa bake nen nmemtenass scenes esa Diced 


Garten electrodes____- 
Antifriction bearing industry 
Methanol, synthetic _- 
Caleium carbide 








eee 

Rubber and rubber products ee 
PT RING 5k 6 sini ihidtied = Shs GnbGndenewctccunne wghan bate stot atthe 7, 
a a cs alae hol ced hate Tiana bineniiiinn biel a 


Petroleum, domestic 
eNOS. eet CLI So ited ole dda cunubnnniceicaesecttecccss 
Power crane and shovel industry 
a a et ot eran shin cb 
Scrap, ferrous and nonferrous 
Ethylene oxide 
Ethylene glycol 
ee ale alee Oe ener bbemr eapneeoeramee hia 
Turbines, hydraulic 
PRES LASS TO. Sos ell ocak pce cselwanedaodscd 
Generators, waterwheel driven__ 
, SEE tip gen egened— 

Be eee 
De eee eee en reds i ledadedacencleedpnie 
Air preheaters, regenerative 


See footnotes at end of table. 
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Classification of expansion goals by level of mobilization regulations—Continued 


Goal 


No. 





80 
81 
82 
83 
S4 
85 
S6 
87 
88 
89 
90 
91 
92 
93 
94 
95 
96 
97 
98 
99 
100 
101 
102 
103 
104 
105 
106 
107 
108 
109 
110 
lll 
112 
113 
114 
115 
116 
117 
118 
119 
120 
121 
122 
123 
124 
125 
126 
127 
128 
129 
130 
131 
132 
133 
134 
135 
136 
137 


138 | 


139 
140 
141 
142 
143 
144 
145 
146 
147 
148 
149 


150 
151 
152 
153 
154 
155 
156 
157 























| Mobilization 
| requirements | Not ap- 
Name Saas plicable 
Full | Partial | 
| 

Photeqrbaic Gis G00 DAM oon cce ews yesisss eens macs ses Scnccceet Babies chee 
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FEDERAL POWER COMMISSION, 


Washington, February 19, 1951. 
Project No, 1971. 


Idaho Power Co. 


The honorable the SECRETARY OF THE INTERIOR, 
Washington, D.C. 


Dear Sir: Idaho Power Co., of Boise, Idaho, has filed with this Commission an 
application for a license for a proposed waterpower project (No. 1971), which, 
exclusive of transmission lines, would be located on Snake River in Adams and 
Washington Counties, Idaho, and Baker County, Oreg., and would affect public 
lands of the United States. Three transmission lines would extend from the 
plant to Huntington, Ontario, and Baker, all in Oregon. The location of the lines 
has not been determined by the applicant. By letter dated August 29, 1947, you 
commented on the company’s application for a preliminary permit for this 
development. 

The proposed project works would consist of a rockfill dam and a gated con- 
crete spillway across Snake River at the Oxbow site, approximately 4 miles in a 
southerly direction from Homestead, Oreg., creating a reservoir about 13 miles 
long with high-water level at elevation 1,805 feet at the dam; a canal to be exca- 
vated across the bow in the river about 1,000 feet long and 275 feet wide at the 
top; intake works; 4 steel penstocks about 275 feet long; a powerhouse on the 
Oregon bank of the river about 3 miles downstream from the dam, with installed 
capacity of approximately 140,000 kilowatts in 4 units of equal size; and 3 138- 
kilovolt transmission lines, 1 extending approximately 50 miles southerly to 
Huntington, Oreg., a second extending approximately 75 miles southerly to On- 
tario, Oreg., and the third extending approximately 60 miles westerly to Baker, 
Oreg. ; and appurtenant facilities. 

One copy of the application with exhibits is enclosed, and one set of prints of 
the following maps and drawings is being sent to you under separate cover: 

Exhibit J (F PC No. 1971-2). 

Exhibit K, sheets 1 (FPC Nos. 1971-3 to 1971-5, inclusive). 

Exhibit L, sheets 1 to 7, inclusive (FPC Nos. 1971-6 to 1971-12, inclusive). 

In accordance with the provisions of section 4 (e) of the Federal Power Act, 
you are invited to report whether the license, if issued, would interfere or be 
inconsistent with the purpose for which any reservation under your supervision 
was created or acquired, and to state the conditions which are deemed necessary 
for the adequate protection and utilization of any such reservation. 

It is requested that you give the Commission your views as to the measures 
which should be taken to protect wildlife resources in connection with the project 
in accordance with the provisions of the act of August 14, 1946 (6 Stat. 1080). 
Your advice concerning fishways is also requested pursuant to the provisions of 
section 18 of the Federal Power Act (16 U.S. C. 811). 

You are also invited to report otherwise on the application to the extent that 
you may deem desirable. 

If no response is received within 90 days from the date of this letter, it will be 
assumed that you do not desire to submit any comments. 

Very truly yours, 
LEon M. Fuquay, Secretary. 

Two enclosures: No. 76924, copy application; No. 76925, 11 prints (u. s. ¢.). 





DEPARTMENT OF THE INTERIOR, 
OFFICE OF THE SECRETARY, 


Washington, D. C., May 21, 1951. 
Hon. Mon C. WALLGREN, 


Chairman, Federal Power Commission, 
Washington, D. C. 

My Dear Mr. WALLGREN: I submit herewith my comments on the application 
filed with the Federal Power Commission by the Idaho Power Co., of Boise, Idaho, 
for a license to construct the proposed power project (No. 1971) of which I was 
advised by your letter of February 19, 1951. 

I strongly urge that the application of the Idaho Power Co. for a license to 
construct the proposed Oxbow waterpower project on the Snake River be denied. 
Reasons for my opposition to this project follow : 

1. Construction of this dam would result in a major economic loss to the 
Nation and to the region. This would be true because not only would the Snake 
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River, as part of the Columbia River system, not be fully and properly developed, 
but also its future maximum development would be foreclosed. Further develop- 
ment of the Oxbow site would violate the concept of multiple-purpose, compre- 
hensive, river-basin development of the Nation’s water resources. 

2. Construction of this project would not provide the maximum amounts of 
hydroelectric power for the national-defense program. On the contrary, it 
would reduce the Northwest potential of power for defense. 

Construction of this project would delay the time when power supplies will be 
large enough to meet estimated loads for the Pacific Northwest, either on a 
peacetime basis or a defense basis. Large blocks of power must be brought in 
to meet defense and civilian loads. Under present construction schedules, 
including Hells Canyon, sufficient capacity will not become available until 1960 
at the earliest. 

Each of these points is discussed in greater detail below. However, the basis 
for my comments lies in an understanding of the recommended development of 
the central Snake River, on which the Oxbow site is located. 

In their consideration of the comprehensive, multiple-purpose improvement 
of the Columbia River and its tributaries, both the Bureau of Reclamation of 
the Department of the Interior and the Corps of Engineers of the Department 
of the Army studied Snake River potentials in great detail. Their studies show 
conclusively that the stretch of the Snake River between Lewiston and Weiser, 
Idaho, has large potentials for hydroelectric power and flood control, as well as 
other benefits for recreation and navigation. The greatest benefits will result 
from the construction of the two high dams, having storage reservoirs occupying 
almost all of that stretch of the river. A high Nez Perce Dam below the con- 
fluence of the Salmon River would have a reservoir backing water up to the 
Hells Canyon site. A high dam at Hells Canyon would provide a 90-mile reser- 
voir to Weiser. The storage and power plants at each of these two major dams 
will provide very large additions to the Pacific Northwest power supply and 
flood control. In addition, the storage would make available additional prime 
power at downstream plants on the lower Snake and lower Columbia. 

Hells Canyon is one of the more important projects in the Federal plan for 
the comprehensive development of the Columbia River Basin. This plan, as 
developed independently by both the Bureau of Reclamation and the Corps of 
Engineers and later coordinated in the agreement of April 11, 1949, and which 
has been reviewed and approved by the interested Federal and State agencies, 
was developed to insure optimum use of the area’s water resources and to provide 
the means for satisfying future short- and long-term regional power and storage 
requirements. Estimates of these requirements were made by the various 
interested agencies, including the Federal Power Commission. The Federal 
Power Commission, in its letter to the Commissioner of Reclamation dated June 
21, 1949, commenting on the comprehensive plan, concluded as follows: 

“Based on its consideration of the report of your Department and of the Corps 
of Engineers, including also the agreement of April 11, 1949, and studies by its 
own staff which have extended over a long period of time, the Commission con- 
cludes that the plan presented by the two agencies represents a desirable and 
coordinated basic framework for the comprehensive development and utilization 
of the water resources of the Columbia River Basin.” 

Because the valuable salmon runs on the Salmon River would be blocked by 
the high Nes Perce Dam, this project was not recommended for early authoriza- 
tion. In studying the Nes Perce development, other potential sites were investi- 
gated. One of these was the Mountain Sheep project, located on the Snake River 
upstream from its confluence with the Salmon River. At normal elevation, the 
Mountain Sheep Reservoir would back water up to the Hells Canyon site, but 
the storage, and consequently power and flood-control benefits, would be con- 
siderably less than those obtainable from the Nes Perce project. The Corps of 
Engineers pointed out that, if the conflict with fish resources at Nes Perce would 
not be resolved in the foreseeable future, the Mountain Sheep project could be 
a substitute, although an inadequate one from the point of view of full driver 
development. Mountain Sheep would not, in any case, be a substitute for Hells 
Canyon. 

The high dam at Hells Canyon was recommended for early authorization and 
construction by both the Bureau of Reclamation and the Corps of Engineers 
to meet the region’s immediate needs for power and flood control. It would 
provide, through its 3,880,000 acre-feet of storage, together with its high head, 
a powerplant which would produce 688,000 kilowatts of prime power at the site 
plus 723,000 kilowatts of prime power at downstream plants on the lower Snake 
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River and lower Columbia River, all of which have been authorized. An addi- 
tional 19,000 kilowatts of prime power would be added to the Pacific Northwest, 
through integration with other Federal plants in the region. This makes a total 
of 1,430,000 kilowatts of prime power to be added to the Pacific Northwest by 
the construction of the Hells Canyon project. 

The high dam at Hells Canyon would be multiple purpose in character. In 
addition to the hydroelectric power that it would make available, it would be a 
major addition to the flood-control program. The Army 308 review report 
pointed out the need for over 25 million acre-feet of storage properly distributed 
throughout the region if the major floods of record were to be controlled at a 
maximum 800,000 cubic feet per second at The Dalles. The main control plan 
recommended in that report included the Hells Canyon project as the major 
storage and control facility for the Snake River. Without the high dam at Hells 
Canyon, flood control of the lower Columbia through regulation of the Snake 
River would be lost. The Hells Canyon Reservoir would contribute significantly 
to river regulation for navigation, and, if authorizing legislation permits, would 
result in important benefits to irrigation through provision for financial assist- 
ance to irrigation projects which may be developed under the Federal reclama- 
tion laws. 

In contrast to the high dam at Hells Canyon, the Oxbow project, as described 
in the application for a construction license, would be a low dam located 20 miles 
upstream from the Hells Canyon site well within the 90-mile reservoir of the high 
Hells Canyon Dam. The project would be a single-purpose, hydroelectric power 
development which would contribute only 92,000 kilowatts of energy available 
90 percent of the time. It would have no storage, and, therefore, no benefits for 
flood control or power at downstream plants on the lower Snake and the lower 
Columbia. If the Oxbow project were built, no storage would be developed in this 
part of the Snake River. If this project, located in the reservoir area of the 
high Hells Canyon Dam were to be constructed, it would make uneconomical the 
construction of the high dam at Hells Canyon. Thus, construction of this Oxbow 
project would not only fail to provide the maximum benefits for power, flood 
control, navigation, and recreation that are available from this stretch of the 
Snake River, but it would also deny the availability of those benefits at site and 
downstream by preventing the construction of the high dam at Hells Canyon. 

The applicant makes reference in its application to the possibility of the con- 
struction of four other plants in the reservoir area of the high Hells Canyon Dam, 
in addition to Oxbow, to make use of the bead between the Hells Canyon site 
and the upper end of the reservoir. However, each of these projects would be a 
single-purpose, hydroelectric powerplant with no storage-providing benefits at 
downstream plants. It is claimed that the 5 plants, including Oxbow, would 
provide a total of 487,000 kilowatts of prime power. This total appears to be 
on the optimistic side, and the potential is probably nearer to 375,000 kilowatts. 
In any event, this amount contrasts with 1,430,000 kilowatts of prime power 
available from Hells Canyon generation at site and in downstream plants. In 
the absence of a statement indicating a firm intention on the part of the appli- 
cant to proceed with the construction of these other 4 plants, and in the face of 
the higher unit cost at the other 4 sites, no assumptions should be made that all 
5 projects will be scheduled for early construction. 

It has been suggested that the five single-purpose, hydroelectric plants be 
constructed in the reservoir area of the high Hells Canyon Dam and, in place 
of the high dam, the Mountain Sheep project be constructed as a storage dam to 
replace the high Hells Canyon. This is not advisable, inasmuch as the Mountain 
Sheep project, as pointed out above, is not a substitute for the high Hells Canyon 
Dam and would prevent the later construction of the very desirable Nez Perce 
project. Failure to construct both Hells Canyon and Nez Perce would result in 
loss of approximately 5 million acre-feet of storage. 

Adequate streamflow is available on the Snake River to produce the power 
contemplated by our studies both at the site and at downstream plants. Stream- 
flows available to Hells Canyon, and as used by the Bureau of Reclamation and 
the Bonneville Power Administration in making power studies, are from the 
official records of the United States Geological Survey for the Snake River at 
Oxbow, Oreg., which is located 20 miles above the proposed Hells Canyon Dam. 
The data have been adjusted for upstream depletions—primarily due to irriga- 
tion—and for return flows. 

The recommendations for a high dam at Hells Canyon are consistent with 
the basic concept which has been developing with experience in the treatment 
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of river basins in this country and in other countries. The recent reports of 
the President’s Water Resources Policy Commission have stated again the 
importance of developing the Nation’s water resources in accordance with basin- 
wide comprehensive plans to obtain the greatest possible benefits for all purposes. 
This includes not only the design and construction of facilities but their operation 
on an integrated basis. The Commission also points out the economic loss which 
results from failure to deal with river basins on this basis. 

The Columbia River and its tributaries constitute the greatest hydroelectric 
power potential in this country as well as a river system having many other 
multiple-purpose benefits. To construct a facility which fails to utilize maximum 
advantages at the site is obviously an economic waste. To construct a facility 
which also prevents the development of facilities at other sites is obviously more 
wasteful. 

The President’s Water Resources Policy Commission’s report contains a strong 
recommendation against the issuance of Federal Power Commission licenses 
to develop projects such as that at the Oxbow site, which is in conflict with 
important elements in comprehensive Federal river basin programs. It is the 
spirit of that recommendation that licensing of private power projects should 
be regarded with disfavor in those instances where the latter interfere with the 
full accomplishment of multiple-purpose development of river basins, including 
marketing of the low-cost power incident to such programs in accordance with 
the policies expressed in congressional legislation. 

An amendment to H. R. 5472 was considered by the 81st Congress, 2d session, 
which, among other things, would have added the Hells Canyon project to those 
recommended for authorization in that rivers and harbors and flood-control bill. 
In connection with its review of the proposed amendment, the Executive Office 
of the President, Bureau of the Budget, indicated in a letter to the Secretary 
of the Interior dated February 1, 1950, that the Hells Canyon project was 
approved by that office for authorization. The provision for authorization of 
the Hells Canyon project and other matters covered by the proposed amendment 
were not made part of the bill as passed, and the President, upon signing the 
bill, strongly emphasized the omissi-n in his message ef May 22, 1950, to the 
Congress, and urged that “the Convress reconsider this matter at the earliest 
opportunity, and authorize the missi:¢ pieces of the coordinated Army-Interior 
Columbia Basin plan.” More recently, in his budget message of January 15, 1951, 
the President recommended the initiation of the Hells Canyon project and six 
other developments to meet power needs of the Nation. For this purpose, the 
sum of $8 million was earmarked for inclusion in the budget as a supplemental 
estimate for initiation of construction of the Hells Canyon project during fiscal 
year 1952, upon authorization of the project. 

Denial of the Oxbow application may raise the question of how the Idaho 
Power Co. can meet the expanding requirements in its service area. By letter 
to the company dated March 29, 1951, this Department has expressed a willing- 
ness to enter into contract negotiations with the Idaho Power Co. looking to- 
ward making available to the company a supply of firm power, based on normal 
load growth requirements, from the integrated Federal power system. Prelim- 
inary discussions with the company have now commenced. 

Summarizing my objections to issuing a license for the Oxbow project, I 
reiterate the following points: 

1. To grant the license would be economically wasteful. Construction of the 
Oxbow project would be contrary to the accepted policy for comprehensive and 
full development of our river basins. It would deny the ability to provide one 
of the major elements in a flood-control plan essential for the continued economic 
development of the Pacific Northwest. It would be wasteful because there is un- 
der consideration only one plant which would at the maximum provide 92,000 
kilowatts of power available 90 percent of the time, as compared with the poten- 
tial 1,430,000 kilowatts of prime power from a high Hells Canyon Dam, includ- 
ing downstream benefits. Similarly, if Mountain Sheep project and the low- 
head dams were built in place of Hells Canyon and Nez Perce there would be a 
loss of 1,366,000 kilowatts of firm power. 

2. Construction of the Oxbow project would not be in the interest of the 
national defense program. The application states that the project would pro- 
vide 140,000 kilowatts of peaking capacity with 92,000 kilowatts of power avail- 
able 90 percent of the time. However, the application states that “it is hoped 
that the first generating unit can be placed in service prior to the winter peak 
load period in 1952, with the second, third, and fourth units following as rapidly 
as needed or as soon as equipment can be obtained.” This contemplates a 
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35,000-kilowatt installation by the winter of 1952, assuming that construction is 
commenced as early as possible with no schedule as to the installation of the 
additional units. An assured 35,000 kilowatts of power by the end of 1952, 
when compared with 100,000 kilowatts from a high Hells Canyon Dam by 1956, 
building up to an 800,000 installed capacity by 1958, is a very small development 
at a very high price. 

3. Construction of the Oxbow project would not be in the interest of develop- 
ment of the region. It would do little to meet the power requirements of the 
energy-deficient Pacific Northwest. Construction of the dam would not provide 
for the normal increase in customers in southern Idaho for the next 4 or 5 
years. Power would not be available for new industries. Idaho's industrial 
growth is now being curtailed because of the absencé of low-cost electric energy. 
Moreover, there would be created a state of imbalance between land and water 
development, since the Oxbow project, as distinguished from Hells Canyon, 
would provide no revenues for possible assistance to future irrigation develop- 
ments in the Snake River Basin. 

For the above reasons I respectfully request that the Federal Power Com- 
mission deny the application of the Idaho Power Co. for a license to undertake 
the proposed Oxbow development. I also request that no license should be 
issued without a hearing, and if a hearing is held we should be afforded a full 
opportunity to participate as a party in the proceeding. 

Sincerely yours, 
OscaR L. CHAPMAN, 
Secretary of the Interior. 


BEFORE THE FEDERAL POWER COMMISSION 
Project No. 1971 
In the matter of Idaho Power Company 


PETITION OF OscaR L. CHAPMAN, SECRETARY OF THE INTERIOR, FOR INTERVENTION 


Oscar L. Chapman, Secretary of the Interior, files this Petition for Intervention 
in the above-styled proceeding, and as grounds for his intervention shows to the 
Commission as follows : 

1. He is a citizen of the United States and head of the Department of the 
Interior, one of the executive departments of the United States Government. As 
Secretary of the Interior, he has charge and supervision over all the bureaus 
and other agencies of said Department. 

2. His rights and interests in this proceeding are derived from the act of 
June 17, 1902 (32 Stat. 388), and acts amendatory thereof or supplementary 
thereto, hereinafter referred to as the “Federal Reclamation Law,” including, 
in particular, but without limitation by reason of this enumeration, the Reclama- 
tion Project Act of 1939 (53 Stat. 1187), the Columbia Basin Project Act (57 Stat. 
14), and the act of August 14, 1946 (60 Stat. 1080) ; from the act of August 20, 
1937 (50 Stat. 731), and acts amendatory thereof, hereinafter referred to as the 
“Bonneville Project Act”; from the act of June 5, 1944 (58 Stat. 270), relating 
to the Hungry Horse Dam project ; from the act of June 28, 1938 (52 Stat. 1215), 
relating to the projects comprising the comprehensive plan for the Willamette 
River Basin, and acts amendatory thereof and supplementary thereto: from the 
act of March 2, 1945 (59 Stat. 22), relating to the projects on the Lower Snake 
River and McNary Dam on the Columbia River and the marketing of power 
therefrom ; from the act of May 17, 1950 (Public Law 516, 81st Cong.), relating to 
Albeni Falls Dam, the comprehensive plan for the Willamette River Basin, and 
the Libby, Priest Rapids, John Day, and the Dalles Dams, hereinafter referred 
to as the “Rivers and Harbors and Flood Control Act of 1950"; and from the 
act of December 22, 1944 (58 Stat. 887), hereinafter referred to as the “Flood 
Control Act of 1944,” to the extent that it covers the marketing of power from 
dams under the jurisdiction of the Secretary of the Army. 

3. The grant of a license to the applicant, Idaho Power Co., as prayed for in its 
application in this proceeding, and the subsequent construction by the applicant 
of the Oxbow project as set forth and described therein, would conflict with and 
obstruct the construction of the Hells Canyon project (otherwise referred to as 
the Hells Canyon division of the Snake River project), including a dam, reservoir, 
and powerplant in the Grand Canyon of the Snake River, by the Bureau of 
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Reclamation of the Department of the Interior under the provisions of the 
Federal reclamation laws, thereby conflicting with and obstructing the most 
comprehensive development for multiple purposes of the Snake River Basin and 
of the Columbia River Basin, the former being a part of the latter. Accordingly, 
the Secretary, on the grounds hereinafter stated, protests the issuance of a 
license to the Idaho Power Co. for the purposes set out in the application. 

4. Under the Federal reclamation laws, the Secretary is charged with the func- 
tion and duty of making examinations and surveys for the storage, development, 
control, and diversion of water in various States, including Idaho and Oregon, 
for the reclamation of arid and semiarid lands, for the development of hydro- 
electric power, for municipal use and other miscellaneous purposes, and for pur- 
poses of flood control and navigation ; of making findings of feasibility and author- 
izing the construction of projects in various States; and of constructing and 
operating reclamation projects for any or all of these various purposes. 

5. Under the authority of the Federal reclamation laws, the Secretary of the 
Interior has made a study of the Columbia River and its tributaries, including 
the Snake River, and has formulated a comprehensive plan for the development of 
the water resources of the Columbia River Basin, which was transmitted to the 
President on June 3, 1948. By direction of the President, the comprehensive plan 
was coordinated with the review report of the division engineer of the North 
Pacific Division, Department of the Army, dated October 1, 1948, the coordination 
of the two reports being reflected in the agreement of the Secretaries of the Army 
and of the Interior, which was transmitted to the President on April 11, 1949, 
in the supplemental report of the Secretary of the Interior dated July 20, 1949, 
and in the report of the Chief of Engineers. Department of the Army, dated June 
28, 1949. Subject to the qualifications set forth in the letter dated February 1, 
1950, from the Director of the Bureau of the Budget to the Secretary of the 
Interior, the President approved the initial phases of the coordinated compre- 
hensive plans of the Departments of the Army and of the Interior, and, under 
existing legislative responsibilities, he approved continued operations by the 
two departments under the coordinated program beyond the initial phases, all 
as shown by documents set forth in volume 1, House Document 473, 81st Con- 
gress, 2d session. The coordinated plan has, among its objectives, the full devel- 
opment of the land and water resources of the Pacific Northwest by providing a 
long-range program for the development of irrigation and power potentialities, 
flood control, improvement of navigation, fish and wildlife propagation and 
preservation, and related water and land uses, and the undertaking of an initial 
program of water conservation and development projects to meet the immediate 
needs of the region in a manner in keeping with the long-range program. The 
coordinated plan includes the construction of a high dam and powerplant at the 
Hells Canyon site as a part of the initial program. 

6. The Federal Power Commission reviewed the coordinated plan, and in a 
letter dated June 21, 1949, to the Commissioner of Reclamation stated: 

“The coordinated plan will permit the optimum ultimate development of the 
potential waterpower resources of the basin, consistent with all other water 
uses and requirements. * * * Based upon its consideration of the report of the 
Department and the Corps of Engineers, including also the agreement of April 11, 
1949, and studies by its own staff which have extended over a long period of 
time, the Commission concludes that the plan presented by the two agencies 
represents a desirable and coordinated basic framework for the comprehensive 
development of the utilization of the water resources of the Columbia River 
Basin.” 

7. Consistent with the initial phases of the coordinated plan, and pursuant 
to the provisions of the Federal reclamation laws, the Secretary of the Interior 
has made and issued his finding and report on the works identified as the Hells 
Canyon project, Idaho-Oregon, as described in the report of the Commissioner 
of Reclamation dated June 9, 1948, and approved by the Acting Secretary of 
the Interior on June 9, 1948, as supplemented and modified by the Commissioner’s 
report dated April 11, 1951, on the works now identified as the Hells Canyon 
Division of the Snake River project, which report was approved by the Secretary 
of the Interior on May 11, 1951. Said report contains findings that the proposed 
development has engineering feasibility and that the sum of the reimbursable 
allocations of estimated costs, together with the sum of the estimated costs 
allocable to nonreimbursable purposes, equals the total estimated cost of the 
proposed construction. That report was transmitted to the President on May 11, 
1951, and, with Presidential approval, to the Congress on October 8, 1951. The 
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report, complete in itself for authorization, is now, nevertheless, before the 
Congress pursuant to letters dated October 8, 1951, from the Secretary of the 
Interior to the Speaker of the House and to the President of the Senate, for 
adoption by legislation proposed by the Secretary with the approval of the 
President. 

8 The proposed Hells Canyon division of the Snake River project, as de- 
scribed in the report of the Secretary of the Interior dated May 11, 1951, will 
comprise a dam and reservoir with an active storage capacity of 3,880,000 acre- 
feet, a powerplant with an initial installed capacity of 800,000 kilowatts but 
designed for an ultimate maximum installation of 900,000 kilowatts, recreational 
facilities costing not to exceed $1 million, and facilities for the preservation of 
fish and wildlife to the extent of their actual cost but not to exceed $5 million. 
The dam and reservoir will provide important flood control benefits as an integral 
part of the main control plan of the Department of the Army for the Columbia 
River Basin. The dam and reservoir will also provide substantial navigation 
benefits. No evaluation of benefits to recreation and fish and wildlifé have been 
made, although provisions for recreation facilities and provisions for fish preser- 
vation facilities have been made, and annual benefits by reason of these expendi- 
tures and the other aspects of the project having a bearing on recreation and 
fish and wildlife will be substantial. 

9. In addition, under pending legislation proposed by the Secretary of the 
Interior for the authorization of the Hells Canyon division of the Snake River 
project, it is provided that power revenues from Hells Canyon Dam and power- 
plant will be applied in accordance with the provisions of the Federal reclamation 
laws to assist in the return of irrigation costs of developments which, pursuant 
to law, are hereafter authorized as divisions of the Snake River project. Only by 
providing for such assistance, in keeping with the Federal reclamation laws, 
can the test of financial feasibility under those laws be met with respect to 
potential irrigation developments embracing approximately 1 million acres of 
irrigable land in the central and upper Snake River Basin. 

10. Analysis of the electrical capabilities of the Hells Canyon Division has 
been made in terms of a power system comprising the existing and authorized 
Federal projects in the Pacific Northwest with the addition of Hells Canyon Dam 
and powerplant and certain minor developments yet to be authorized, herein 
called the Federal system. The major existing and authorized units of that 
system are these: 


Storage projects: Run-of-river projects: 
Grand Coulee Chief Joseph Bonneville 
Hungry Horse Priest Rapids Ice Harbor 
Albeni Falls McNary Lower Monumental 
Libby John Day Little Goose 
The Dalles Lower Granite 


In addition, there are 19 smaller units located or to be located in subbasins 
of the Columbia River Basin, of which 13 are in existence or have been auth- 
orized. 

11. The Federal system under coordinated operation would produce 7,854,000 
kilowatts of system prime power. On a system approach wherein total system 
capability is allocated among the units in that system, Hells Canyon’s allocated 
share of the prime power which would be produced by the system is 1,430,500 
kilowatts. Further analysis has been made to determine the amount of prime 
power that would be added incrementally on the Federal system assuming that 
Hells Canyon Dam and powerplant were the next unit added. On that basis, 
Hells Canyon Dam and powerplant would add 1,124,000 prime kilowatts to the 
system. Of this increase in system power, an average of 688,000 kilowatts 
would be produced at Hells Canyon powerplant during reservoir drawdown 
periods and the remaining 436,000 kilowatts would be produced at downstream 
plants and other plants in the system by use of storage from Hells Canyon res- 
ervoir and by reason of integration. The generation cost of the incremental 
system salable firm power added to the Federal system by Hells Canyon would 
be $11.99 per kilowatt-year. The delivered cost of such firm power would be 
within a total of $22.50 per kilowatt-year, a figure that is expected to be the 
maximum required if any rate increase is necessary for Federal system power 
in 1954. 

12. The power that would be added to the Federal system by Hells Canyon 
Dam and powerplant is needed to meet the electric power requirements of the 
Pacific Northwest and to alleviate the long-run power shortage; to support the 
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expansion of industries essential to the national defense; to contribute to the 
general agricultural and industrial development and employment in that region ; 
and to stimulate the large-scale development of the mineral resources of the 
Pacific Northwest, including the Idaho phosphate resources and thereby to cause 
a major growth of the phosphate fertilizer industry of the country with wide 
benefits to agriculture. This power is necessary, and none of it can be foregone 
without detriment to the Pacific Northwest and to the Nation as a whole. Exist- 
ing dams and those under construction in the Pacific Northwest, both Federal 
and non-Federal, will not provide enough power in the next 10 years to meet all 
of the expected requirements, including those for new industries. It is esti- 
mated that the region will require 6 million additional kilowatts by 1960-61, 
that being an average rate of increase of 750,000 per year. The aluminum indus- 
try of the region in 1951 contributed about 44 percent of the national output of 
aluminum. One-fourth of this, or 10 percent of the national output, was served 
with interruptible power. The present defense program has required a further 
increase in the amount of interruptible power assigned to aluminum and mag- 
nesium. This will total about 400,000 kilowatts by 1957-58. It is vital, from a 
national security point of view, that this power be firmed up. This can be done 
without depriving other users of power by 1960-61 only through additional power 
supplies not yet authorized. This requirement is without regard to potential 
demands for power for the development of other mineral resources, such as those 
which may arise in connection with the production of titanium. 

18. The Secretary of the Interior is vested with the function of marketing 
power and energy available and to be available from the Federal system. This 
function devolves upon the Secretary by the terms of the Federal reclamation 
laws and related statutes, including the act of August 30, 1935 (49 Stat. 1028), 
and the act of June 5, 1944 (58 Stat. 270), with respect to powerplants of that 
system constructed and operated and maintained by the Bureau of Reclamation ; 
of the Bonneville Project Act with respect to the Bonneville project ; of the act 
of March 2, 1945 (58 Stat. 21), with respect to dams in the Columbia River Basin 
under the jurisdiction of the Corps of Engineers that were authorized by that 
act; and of the Flood Control Act of 1944 as to other Columbia River Basin units 
of the Federal system under the jurisdiction of the Corps of Engineers. 

14. The function of the Secretary of the Interior in the marketing of power 
and energy includes the responsibility for marketing at rates established with 
regard to the recovery of the cost of producing and transmitting such power 
and energy. In addition to its at-site production, the Hells Canyon division 
will make available in the system as a whole substantial amounts of prime 
power by reason of generation at downstream plants from the use of stored 
water from Hells Canyon Reservoir and by reason of the integration of the 
Hells Canyon Dam and powerplant with the remainder of the Federal system. 
Such power, which will be lost to the system if the Hells Canyon division is 
not constructed, will increase materially the value of the units of the system 
benefiting by the addition of the Hells Canyon division, and will add to the 
assurance that the investment of the United States in those units allocated 
to power will be returned to the United States. The Secretary has, therefore, a 
substantial and direct interest in this proceeding by reason of the adverse effect 
on the existing and authorized units of the Federal system if construction 
of the Hells Canyon division should be prevented or obstructed by the granting 
of a license to the applicant. 

15. Hells Canyon Dam and Reservoir comprise the only project which will 
develop the full potentiality of the reach of the Snake River between the 
Hells Canyon Dam site and Weiser with the greatest efficiency, with the 
greatest economy to the power consumers, and with the least waste of the 
river’s available storage, prime power, flood control, and navigation possi- 
bilities. Considering the limited number of large reservoir sites that remain 
available and the needs of the Pacific Northwest for additional storage in order 
to provide the fullest measure of flood control and navigation and to make 
possible the fullest beneficial use of the water resources of the Columbia River 
Basin, it is only by developing the Hells Canyon site to the extent proposed 
by the Secretary of the Interior that the region can begin to approach the 
comprehensiveness of development that is proposed under the coordinated 
— approved by the President and that is needed to avoid loss of irreplaceable 
storage. 

16. By way of contrast with the Hells Canyon development, the single project 
for which a license is sought by the applicant in this proceeding would : 
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(a) Have an installed capacity of only 140,000 kilowatts and, by the 
applicant’s own admision (application, exhibit I), would provide only 92,000 
kilowatts 90 percent of the time; 

(b) Provide no active storage capacity for flood control or navigation ; 

(c) Provide no active storage capacity that would provide headwater 
or integration benefits to other hydroelectric developments in the Columbia 
River Basin ; and 

(d@) Provide no means of financial assistance to irrigation developments. 

Moreover, examination of the application for license fails to reveal any plans 
for fishways or other fish-preservation devices or the inclusion in the applicant’s 
cost estimates of any estimated expense therefor. 

17. An application for only one dam is before the Commission. Even if it 
be assumed, without conceding, that over some period of indeterminate length 
the applicant would actually apply for licenses for and construct the other 4 
projects referred to in its exhibit Q, all 5 projects taken together would still 
provide no active storage capacity for flood control or navigation; there would 
be no active storage capacity that would provide headwater or integration bene- 
fits to other hydroelectric developments in the Columbia River Basin; and no 
means of financial assistance to irrigation developments would be provided. 

18. Again assuming, but not conceding, the construction of Oxbow and the 
other 4 projects referred to in applicant’s exhibit Q, they would, operated 
on an isolated basis, have a prime capabilityof 390,000 kilowatts. Integrated 
with the Federal system, the 5 projects would have a capability of 530,000 kilo- 
watts of prime power. This contrasts with the additional 1,124,000 kilowatts 
that would be added to the system by the Hells Canyon division. Thus, the 
effect of the “comprehensive development” suggested by the applicant as an al- 
ternative to Hells Canyon would be the loss of 594,000 kilowatts of prime power, 
with all of the economic loss thereby entailed to the Pacific Northwest and to 
the Nation. 

19. There has been withdrawn from public entry, as of April 12, 1951, under 
the provisions of the Federal reclamation laws, an aggregate area approxi- 
mating 106,500 acres of public lands for the purpose of reserving those lands for 
the construction, operation, and maintenance of the Hells Canyon division. Sub- 
stantially all of the public lands which would be required by the applicant in 
connection with its Oxbow development involved in the present proceeding are 
covered by this outstanding withdrawal. The public lands embraced within this 
withdrawal comprise a “reservation” within the meaning of sections 3 (2) and 
4 (e) of the Federal Power Act. 

20. It is the position of the Secretary of the Interior that: 

(a) The granting of the license would materially and adversely affect and 
would interfere with the achievement of a fully coordinated and truly com- 
prehensive plan of development for the Columbia River Basin. 

(b) The granting of the license would materially and adversely affect and 
would interfere with the performance of the Secretary’s functions and 
duties under the Federal reclamation laws, particularly in relation to the 
effectuation of the plans made by him under section 9 of the Reclamation 
Project Act of 1939 as set forth in the report and findings approved by him 
on May 11, 1951, and thereafter transmitted to the President and the 
Congress. 

(c) The granting of the license would materially and adversely affect the 
Secretary in the carrying out of his statutory responsibilities for the mar- 
keting of power and energy available and to be available from the Federal 
system. 

(d) The granting of the license would be in contravention of the conditions 
prescribed by section 10 of the Federal Power Act, in that the applicant's 
project is not best adapted to a comprehensive plan for improving or de- 
veloping either the Snake River Basin or the Columbia River Basin, of which 
the former is a part, for the use or benefit of interstate commerce, for 
the improvement and utilization of waterpower development, and for other 
beneficial public uses, including, among others, the reclamation of arid and 
semiarid lands, the control of floods, the improvement of navigation, the 
preservation of fish and wildlife resources, the development of mineral re- 
sources, and recreation. 

(e) The granting of the license would be inconsistent and would interfere 
with the utilization by the United States of the public lands withdrawn 
under the Federal reclamation laws for reclamation purposes and would 
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be in contravention of the limitations set forth in section 4 (e) of the Federal 
Power Act on the granting of licenses within reservations ; 

(f) Assuming, without conceding, that the Commission otherwise has the 
power and authority to grant the license, the Commission should, under the 
facts stated herein, determine that the development of these water resources 
should be undertaken by the United States itself and, in cooperation with 
the Secretary of the Interior, as provided in section 4 (e) of the Federal 
Power Act, should submit its appropriate report to the Congress in accord- 
ance with section 7 (b) of the Federal Power Act ; and 

(g) No license should be issued to the applicant, and the application 
should be rejected. 

21. Since only the Secretary of the Interior is charged with the function and 
duty of carrying out the Federal reclamation laws; since only he is charged with 
the responsibility of marketing power from the developments comprising the 
Federal system; since he has important responsibilities with respect to the 
administration of public lands of the United States and the development of their 
mineral resources and of their recreational potential; since he has important 
responsibilities with respect to the preservation and propagation of fish and 
wildlife resources; and since his rights and interests in the premises are of 
great importance, they require protection by his intervention in this proceeding 
and cannot be adequately protected by any existing party in the proceeding. 

Wherefore the Secretary of the Interior respectfully requests that his petition 
for intervention be granted and that he be made a formal party to this proceeding. 

Respectfully submitted. 

Oscar L. CHAPMAN, 
Seerctary of the Interior, 
Mastin G. WHITE, 
Solicitor of the Department of the Interior, 
Washington 25, D.C. 
HowakpD R. STINSON, 
P.O. Box 937, Boise, Idaho. 
NorMAN A. STo.it, 
6329 Interior Building, Washington 25, D.C. 
LEON JOUROLMON, 
6329 Interior Building, Washington 25, D.C. 
EDWARD WEINBERG, 
7555 Interior Building, Washington 25, D.C. 
Counsel for the Secretary of the Interior. 
WASHINGTON, June 27, 1952. 


CERTIFICATE OF SERVICE 


I hereby certify that I have this day served the foregoing petition for inter- 
vention upon all parties of record in this proceeding by mailing a copy thereof, 
properly addressed, to each of the following persons, to wit: 


The Idaho Power Co., in care of M. O. Leighton, 1518 K Street, NW., 
Washington, D. C. 


A. C. Inman, secretary, Idaho Power Co., 1220 Idaho Street, Boise, Idaho. 
Dated at Washington, D. C., this 27th day of June 1952. 


How arp R. STINSON, 
Of Counsel for the Secretary of the Interior. 
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DEPARTMENT OF THE INTERIOR, 
OFFICE OF THE SOLICITOR, 
Washington, D.C., May 5, 1953. 
Re: Project No. 1971, Idaho Power Co. 
The CHAIRMAN, 
Federal Power Commission, Washington, D. C. 
(Attention Mr. Leon M. Fuquay.) 


Sir: On June 27, 1952, this Department filed with the Commission a petition 
of intervention in the above-entitled matter. Since that time the Department 
has been engaged in an analysis of the many complicated issues raised by the 
above application and the petition of intervention filed by this Department. We 
have also carefully considered the functions and obligations of this Department 
and its relation to the Federal Power Commission. 

As we view the matter, the granting of licenses for the construction of dams 
and hydroelectric plants on the rivers of the United States is the primary func- 
tion and responsibility of the Federal Power Commission and not of this De- 
partment. On the other hand, this Department wishes to assist the Commission 
to whatever extent the Commission shall request to enable it to arrive at its 
conclusions. This Department will, therefore, make available to the Commission 
all of the information which it has regarding the above-entitled application, and 
render to the Commission such assistance as the Commission may request in 
order that a full and complete examination of the merits of the above applica- 
tion may be available to the Commission, and will cooperate in any way which the 
Commission desires to assist it in the fulfillment of its functions. It is not felt 
that a formal petition of intervention is necessary for that purpose, and that in 
some respects the Department destroys its own value as a repository of informa- 
tion when it becomes a partisan contestant. 

We, therefore, respectfully request that the petition of intervention heretofore 
filed on behalf of this Department be withdrawn, reserving the right to submit 
such information from time to time as the Commission may request. 

Very truly yours, 
CLARENCE A. Davis, Solicitor. 


CONGRESS OF THE UNITED STATES, 
House OF REPRESENTATIVES, 
Washington, D. C., June 6, 1957. 
Hon. Estes KEFAUVER, 
Chairman, Antitrust and Monopoly Subcommittee Senate Judiciary Com- 
mittee, United States Senate, Washington, D. C. 

DeAaR SENATOR KEFAUVER: The interest of the New Jersey State Federation 
of Labor in the Hells Canyon Dam proposals was set forth in its newsletter 
of May 22, 1957. I have included this in the Congressional Record of June 5, 
and am sending it along herewith and I would appreciate it very much if you 
would include it in the printed hearings of your subcommittee at is appears in 
the Congressional Record. 

Cordially yours, 
FRANK THOMPSON, Jr. 
Member of Congress. 
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NEw JERSEY STATE FEDERATION OF LABOR BACKS SINGLE FEDERAL DAM AT HELLS 
CANYON—GOVERNMENT EXPERT SAYS Tax WRITEOFF GRANTED IDAHO POWER 
Co. BY ADMINISTRATION WouLp Cost THE GOVERNMENT $83,595,827 


Extension of remarks of Hon. Frank Thompson, Jr., of New Jersey, in the House 
of Representatives, Wednesday, May 8, 1957 


Mr. THomMpson of New Jersey. Mr. Speaker, one of the top officers of the New 
Jersey State Federation of Labor, Vincent J. Murphy, secretary-treasurer, re- 
cently wrote: 

“The Federal Power Commission has already awarded a license to the Idaho 
Power Co, to build 3 small dams on the Snake River, despite a report by 1 of its 
own examiners that a single Federal dam would be a far more economical invest- 
ment for the development of the middle Snake. The Federal dam, according to 
our information, would produce more than twice the hydropower than the three 
low-level dams. 

“Moreover, this greater abundance of hydropower could be produced at less 
than half the cost of pewer from the three small dams. The Federal dam would 
also encourage the expansion of industry in the area, and would create about 
70,000 new jobs in the district. 

“The single high dam would store about 3.8 times as much water as the small 
dams for flood control, navigation, and downstream power benefits. Construc- 
tion of the Federal dam would aid development of a large natural playground 
for recreational purposes, protect fish and wildlife, and create a large amount 
of water for irrigation purposes.” 

The New Jersey State Federation of Labor antedates the American Federa- 
tion of Labor. It is the oldest State labor federation in point of continuous 
existence. It has also achieved the reputation of being one of the most active 
labor groups in the Nation. 

Louis P. Marciante, president of the New Jersey State Federation of Labor, 
recently declared that the organization has gained a record number of new affili- 
ations during the last few years. It now has over 1,000 affiliants, inclusive of 
local unions, central labor bodies, State associations, and building trade councils. 

Mr. Marciante has served as president of this important statewide body for 238 
years. Mr. Vincent J. Murphy, former mayor of Newark, N. J., is now complet- 
ing his 24th year as secretary-treasurer of this important organization. 

Much of the activity of the New Jersey State Federation of Labor for many 
years past has centered on State and Federal legislation and each year it seeks 
to further a specific legislative program. Mr. Marciante and Mr. Murphy are 
the group’s legislative agents and are assisted by Wesley A. Taylor, legislative 
committee chairman, and Thomas L. Parsonnet, legislative counsel. 

I include here an article from the newsletter of May 22, 1957, of the New Jersey 
State Federation of Labor on the Hells Canyon Dam, as well as a news story in 
the New York Times of June 1, 1957: 


{From the New Jersey State Federation of Labor Newsletter of May 22, 1957) 
DAM ISSUE HOT AT HELLS 


“WASHINGTON.—Those who wanted a Federal dam in Hells Canyon can cheer 
up: They're building two of them. 

“At least that’s the interpretation some observers put on the fact that Uncle 
— is paying a huge chunk of the cost, while the Idaho Power Co. is taking 
the title. 

“This latest and strangest chapter jn the story of Oregon's celebrated canyon 
began when the Eisenhower administration in April awarded the company a 
tax-amortization certificate. The paper gives Idaho Power an interest-free loan 
of $30.5 million repayable over half a century and excuses the company from 
income taxes for 5 years. 

“Public power advocates in and out of Congress are looking into the affair 
with amazement, and in some cases, anger. Several predict a scandal bigger 
than Dixon-Yates. 

“This seems doubtful because of the apparent absence of a dramatizing factor 
such as Adolphe Wenzell proved to be in the Dixon-Yates case. Wenzell was a 
vice president of the giant First Boston Corp., invited into the Government by 
the Director of the Budget. The investment banker worked out a plan to give 
four power companies a contract to supply power to TVA, which was prohibited 
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from expanding its own generating facilities. The First Boston Corp. would 
have handled the financing, if the deal had gone through. 


“It’s a loan 


“In the Idaho Power case, the nearest answer to the question, ‘Is there a 
Wenzell in the play? is that the two men running the program in the Interior 
Department are former electric company officials temporarily in Government. 

“George H. English came from the Tennessee Power & Light Co., and Gardner 
George from the Niagara Mohawk Power Co. They handle tax-amortization 
matters in the office of Fred Aandahl, Assistant Secretary of the Interior for 
Water and Power, and a former Republican Governor of North Dakota. 

“The $30.5 million interest-free Federal loan isn’t called a loan. The technical 
name, ‘rapid amortization,’ has scared off public interest in the case. But it’s 
a loan just the same, according to most impartial authorities. 

“It works this way: A company announces that it is building a dam, or several 
dams. If the Government classifies it as an emergency facility needed for 
national defense the company can deduct from its net earnings each year for 
5 years one-fifth of a certain cost figure. For Idaho Power, this figure averages 
62% percent of construction cost of the 2 dams. 

“The yearly tax deduction for the 5 years is so great that no taxes need be 
aid. 

” “The idea originally behind tax amortization was encouraging industrial 
facilities needed in a hurry for national security. But the Hells Canyon Dams 
hardly fall into this emergency category. Besides, other companies could cer- 
tainly be found willing to build the dams without aid on the Nation’s last 
remaining major dam site. 

“Repaid in 50 years 


“The amount of the forgiven tax—really a loan—will be repaid during the 
next 50 years, the usually accepted standard life of a dam. 

“The story goes further. The 5-year loss of Federal tax revenue means that 
the Government will have to borrow more money than it otherwise would to meet 
expenses. 

“The National Rural Electric Cooperative Association estimates that the loan 
to Idaho Power will cost the Government $329 million in 50 years. Of this 
amount, $97 million will be in interest payments. 

“The tax subsidy to the Idaho Power Co. is apparently the last one to be 
given to an electric company. The award was announced on April 28 while 
Congress was in recess, although Defense Mobilizer Gordon Gray signed the 
papers on April 17. 


“Paper curtain 


“Many of the facts about how the certificate was granted are hidden behind 
a paper curtain. 

“It has been discovered that, whoever put the paper on Gray’s desk for signa- 
ture did not tell. him that 10 Congressmen and 3 Senators had been led by Gray’s 
predecessor to believe that amortization would stop until congressional commit- 
tees could explore the issue. 

“Gray had been in office only about a month on April 17. He wasn’t familiar 
with the background. He probably didn’t know, for example, that the Idaho 
Power Co. had told the Federal Power Commission that it did not want Gov- 
ernment help. Actually, the company had already applied for it. 

“Gray probably didn’t realize that in approving the dam’s construction the 
FPC said the license was granted on condition that the dams be built ‘at no cost 
to the United States.’ 

yy ulCu sud: uate laid the innocent-looking paper before Gray and told him 
it was routine, as Gray has reportedly described the event? 

“The subordinate surely knew that once Gray had signed, practically nothing 
could reverse the decision. And who told the subordinate to act? 

“The plot grows complicated. The responsibility of investigating and recom- 
mending action on tax amortization rests with the Water and Power Division of 
the Department of the Interior. Final review and approval is the job of the 
Defense Mobilizer, whose Office is part of the White House. 

“A spokesman in Interior's Water and Power Division said on the telephone 
that the Division sought guidance from the electric industry on the Idaho 
Power application. He declined to give his name. 

“George English, however, who heads the office, said that the Electric Industry 
Advisory Committee had been abolished in July 1953, a month before the Idaho 
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Power application arrived. Since then, he said, the Division has asked a few 
questions of the power industry on pending matters, but not about the Idaho 
Power case. 

“Although the World War II tax amortization program was continued in 1950 
only because of the Korean war, the Eisenhower administration let it go after 
the peace. On October 17 of last year the Government was actively considering 
amortizations totaling about $4 billion. Many have already been granted and 
more are expected to be, although apparently no more for dams. 

“The law requires that electricity start flowing by the end of 1958. But Idaho 
Power statistics published in February by Barron’s magazine show that this 
deadline won't be met, purposely. The probable reason: no demand for high- 
cost electricity Construction on 1 of the 2 dams has not been begun. 


“Won't build three 


“Senator Harry Byrd, who has introduced a bill to end amortizations, called 
the Government’s action in this case ‘utterly indefensible.’ To Senator Wayne 
Morse, Democrat, of Oregon, it was ‘executive immorality.’ 

“Morse has also pointed out that the company was granted the license to develop 
the canyon (prohibiting the high Federal dam recommended by the Army engi- 
neers) because it promised to build three dams. The third dam will not be built, 
Morse charges, because the company threw it into the plans merely as an arguing 
point. The fact that there is no request for amortization of the third dam 
seems to bear out the charge. The dam site has not even been adequately sur- 
veyed. 


{From the New York Times of June 1, 1957] 


WRITEOFF LOSSES PUT AT $83 MILLION—-EXPERT ESTIMATES COST TO UNITED STATES— 
WHITE HOUSE PRESSURE FOR IDAHO POWER DENIED 


“(By William M. Blair) 


“WASHINGTON, May 31.—A Federal Power Commission expert figured today 
that the fast tax writeoff granted to the Idaho Power Co. would cost the Govern- 
ment $83,595,827. 

“The estimate came from Russell C. Rainwater, chief accountant for the Com- 
mission, in testimony before the Senate Antimonopoly Subcommittee. Previous 
estimates had been between $17 million and $31 million. 

“Fred G. Seaton, Secretary of the Interior, told the subcommittee on Wednes- 
day that he had been informed the cost to the Government had been exaggerated 
and that the best information he could get was $17 million. 


“Use of influence denied 


The subcommittee also heard Jerome K. Kuykendall, Commission Chairman, 
testify that no influence had been applied by the White House or anyone else on 
him or any member of the Commission to license Idaho Power to construct two 
dams in the Hells Canyon stretch of the Snake River. 

“Mr. Kuykendall, under questioning, said that the Commission had not contem- 
plated that the company needed a fast writeoff when the Commission granted the 
licenses in 1955. Nor had the Commission been informed by the Office of Defense 
Mobilization that that agency intended to authorize the tax concession announced 
on April 17, he said. 

“His testimony brought a suggestion by Senator Estes Kefauver, Democrat, of 
Tennessee and chairman of the subcommittee, that the company might be engaged 
in fraud and deception. 

“Senator Kefauver asserted that at the time the Power Commission was saying 
the dams would be constructed without cost to the Government, Idaho Power was 
prodding ODM to get the tax certificates. 


“Kefauver presses issue 


“Mr. Kuykendall replied that ‘I think I can see how Idaho Power can say that 
the two things they were doing were not inconsistent.’ But, he went on, the 
question was the concern of the subcommittee, not the Commission. 

“*Do you think you have a right to cancel licenses in cases of fraud or decep- 
tion,’ Senator Kefauver asked. 

“*T think we would where there has been material fraud and deception,’ Mr. 
Kuykendall answered. 
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“Tt is not material when they’re going to get $85 million from the Treasury 
by deception,’ Senator Kefauver continued. 

“Senator Alexander Wiley, Republican of Wisconsin, interjected : 

“*You don’t want to put him in the position of disqualifying himself if this 
matter came to court.’ 
“Expert ercplains views 


“Mr. Rainwater said he had based his estimates on the cost to the Government 
of the money it must borrow to make up for the postponed tax payments from 
Idaho Power. 

“Under the writeoff, the company is permitted to deduct almost two-thirds of 
its construction costs from its taxable income during the first 5 years the 
dams are in operation. This amounts to more than $65 million of the total 
construction of the approximately $104 million. 

“After the first 5 years, the company would pay above-normal taxes and in 
the end would pay the amount of taxes it should have. 

“Normally, the entire cost of the dams and their powerplants would be written 
off in smaller amounts over the 50-year life of the projects. The writeoffs are 
granted under a law designed to stimulate the expansion of the defense and 
defense-supporting industries. 


“Court ruling cited 


“Senator Kefauver also noted that the Commission had cited the ‘no cost 
to the Government’ in briefs it presented to the Supreme Court, which upheld the 
Commission in its licensing of Idaho Power. The Court case stemmed from 
the long public versus private power controversy over the administration’s 
decision to abandon high Federal dam in Hells Canyon and let the Power 
Commission decide whether private utilities should build smaller dams in the 
big canyon. 

“Mr. Kuykendall observed that he was certain Idaho Power officials had read 
the briefs closely. He also said he ‘conceded now that we made a mistake in 
saying there would be no cost to the Government.’ But, he added, ‘we didn’t 
know what another agency would do.’ 

“He indicated he doubted knowledge of the tax benefits would have changed 
the Commission decision to license Idaho Power because the writeoff factor 
was not a major consideration for the Commission. 

“The hearings were recessed subject to the call of the chairman. The Senate 


is expected to consider next week a bill to authorize the construction of a high 
dam in Hells Canyon.” 


Excerpt From FirtH ANNUAL REPORT OF THE ACTIVITIES OF THE JOINT CoM- 


MITTEE ON DEFENSE PRODUCTION TOGETHER WITH MATERIALS ON NATIONAL 
DEFENSE PRODUCTION 


DEPARTMENT OF THE INTERIOR 


UNITED STATES DEPARTMENT OF THE INTERIOR, 
OFFICE OF THE SECRETARY, 
Washington 25, D. C., October 6, 1955. 
Hon. PAUL Brown, 
Chairman, Joint Committee on Defense Production, 
Congress of the United States, Washington 25, D.C. 


My Dear Mr. Brown: Transmitted herewith are summary reports of defense 
activities of agencies and offices of the Department of the Interior during the 
last year, for inclusion in the Fifth Annual Report of the Joint Committee on 
Defense Production to the Congress. 

These reports include one from each of the following: Office of the Assistant 
Secretary—Water and Power Development (electric power), Office of Oil and 
Gas (petroleum and gas), Office of Mineral Mobilization (metals and minerals, 
except domestic minerals exploration, and solid fuels), and Defense Minerals 
Exploration Administration. 

In addition to defense mobilization responsibilities in the above-indicated 
areas, this Department has certain responsibilities by delegation from the Secre- 
tary of Agrculture, with respect to the production of fishery commodities or 
products. To the extent that defense mobilization activities have been appli- 
cable to, and necessary in, this area, the functions have been performed by the 
Fish and Wildlife Service. Data on the supply of fishery products and on the 
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productive capability of fishing grounds, fleets, and processing plants are assem- 
bled as part of the regular statistical operations of the Branch of Commercial 
Fisheries, Fish and Wildlife Service. 

Additional information concerning these several programs appears in Progress 
Report No. 31 of the Joint Committee on Defense Production, the printed record 
of the hearings before the committee on June 9, 1955, devoted to activities of this 
Department under the Defense Production Act. We were very pleased to have 
that opportunity to review for the committee our defense mobilization functions, 
programs, progress, and problems. 

During the hearing on June 9, 1955, members of the committee again expressed 
interest in the status of the United States Tin Corporation project in Alaska, 
the subject of previous hearings and investigation by the committee, and made 
inquiry concerning this Department’s action on the committee’s earlier recom- 
mendations and request for report on the matter. Since that time, Mr. C. O. 
Mittendorf, Administrator of the Defense Minerals Exploration Administration, 
has sent to you a supplemental report, under date of September 27, 1955, on 
completion of the defense minerals exploration project of the United States Tin 
Corporation. 

The committee’s findings and recommendations concerning other aspects of the 
United States Tin Corporation project, dealing with matters other than the 
DMEA exploration contract, have been given very careful consideration by the 
Solicitor’s Office and, subsequently, by other officials of the Department. This 
review is nearly completed, and you may expect a report on our conclusions in 
the very near future. 


Sincerely yours, 


Dovetas McKay, 
Secretary of the Interior. 


DEFENSE ELECTRIC POWER, OFFICE OF ASSISTANT SECRETARY, WATER AND POWER 
DEVELOPMENT 


Fred G. Aandahl, Assistant Secretary 


This report covers the operations of the defense electric power program, Office 
of the Assistant Secretary for Water and Power Development, Department of the 
Interior, for the period October 1, 1954, the date of the last annual report to the 
Joint Committee on Defense Production, through September 30, 1955. 


Activities in the defense electric power field can be summarized as follows: 

General supervision of electric power supply expansion (including the genera- 
tion, transmission, distribution, and utilization thereof) to assure an adequate 
power supply for the Nation under partial and full mobilization conditions. In 
detail they include, among others, assembling and evaluating data as to the 
production capacity of electric utilities and the supplying of electric power under 
mobilization conditions; serving as an allotting agency and providing recom- 
mendations as to scheduling and expediting, to assure delivery of materials and 
equipment to the electric power industry for the power expansion program to 
provide power to Atomic Energy Commission installations ; recommending estab- 
lishment or modification of expansion goals, and screening and making recom- 
mendations to the Office of Defense Mobilization on requests for accelerated tax 
amortization for electric power facilities under expansion goals established by 
the Office of Defense Mobilization; and conducting various activities concerned 
with departmental and electric power industrial functions in the event of an 
emergency to insure a continuity of essential electric power. 


AUTHORITY 


The administration of functions dealing with electric power is vested in the 
Secretary of the Interior under the Defense Production Act of 1950, as amended ; 
Executive Order 10480 of August 15, 1953, as amended; and Office of Defense 
Mobilization Orders I-13 of November 12, 1954, DMO I-7, and DMO VII-5. 


POWER SUPPLY 


The year-end peak capabilities, peak loads, and reserve margins for the Nation 
as a whole are shown in table I, and graphically in exhibit A. Figures for the 
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years 1949 through 1954 are actual, while those for the years 1955 through 1958 
are as presently scheduled and planned. The capabilities reflect existing con- 
struction schedules and present plans of individual power systems for bringing 
new power projects into commercial operation. Present scheduling and planning 
indicate that there will be brought into service 13.0 million kilowatts in 1955, 
8.0 million kilowatts in 1956, 7.7 million kilowatts in 1957, and 11.0 million kilo- 
watts in 1958. Scheduling for the years 1957 and 1958 is incomplete. With 
incentive through rapid tax amortization, additional installations can be antici- 
pated. Without this incentive, it can be anticipated that the installation of many 
units will be slipped to later years and the peak capabilities as shown in table I 
and exhibit A will not be attained. 

The year-end peak capabilities for the Nation as a whole for the years 1955 
through 1958 are based upon median hydro conditions. For adverse hydro condi- 
tions the reserve margins above estimated peak loads are less. Table II sum- 
marizes the nationwide reserve in terms of percentages of capacity in reserve 
above the estimated peak loads under adverse hydro conditions, as reported by 
the Federal Power Commission, the Edison Electric Institute, and the Defense 
electric power staff. The differences are due to the date of reporting and the 
units included. The Federal Power Commission include as of June 30, 1955, all 
units definitely scheduled as reported by the utilities. The Edison Electric Insti- 
tute include as of April 15, 1955, all units both definitely scheduled and tenta- 
tively planned (orders for equipment may or may not have been placed) as 
reported by the utilities. The Defense electric power staff include as of Septem- 
ber 1, 1955 all units definitely scheduled and tentatively planned including infor- 
mation from recent rapid tax-amortization applications. 

The statistics for nationwide capability, loads, and reserves in table I and 
exhibit A, do not point up the regions below national average and therefore 
do not reflect conditions on a regional basis, particularly indicating areas of 
lowest reserves. Exhibit B shows graphically the peak capabilities, peak loads 
and reserve margins for each of the regions I to VIII for both median and 
adverse hydro conditions for the years 1954 through 1958. Table III sum- 
marizes the regional reserves in terms of percentages of capacity in reserve 
above the estimated peak loads for both median and adverse hydro conditions. 
The situations shown are for year-end conditions except for region V, which 
is for summer conditions as this is the time of its regional peak load due to air 
conditioning. 

In other regions, particularly in the South and Southwest, the expanding use 
of air conditioning is causing summer loads that are closely approaching winter 
peaks. On some systems within these regions the summer loads already exceed 
the winter loads, although the effect is not as yet sufficient to change the regional 
peak from winter to summer. This general change in the characteristics of 
summer loads in many areas is creating additional problems with maintenance 
programs. Summer peaks are governed by weather conditions and cannot be 
closely predicted as in the case of winter peaks. Summer peaks may occur fre- 
quently throughout the summer months, making it difficult to schedule and carry 
out maintenance work. This situation is resulting in the need for larger reserve 
margins in some areas to assure the availability of adequate generating capacity 
to meet the more frequent peaks now occurring throughout the year. 

Referring again to table II, it should be pointed out that the figures for the 
country as a whole under adverse hydro conditions have no special significance, 
as experience has shown that in the United States severe droughts are not usually 
experienced countrywide but are confined to limited areas. On a regional basis, 
adverse hydro conditions (see table III) have little effect on capability in regions 
I, II, IV, V, and VI. Assuming adverse hydro conditions should exist in region 
III, the estimated loss in December peak capabilities would be less than 2 percent 
in 1955 and in the following years through 1958 the percentage loss would 
diminish. In the event of shortage of power in region III, additional power is 
available through transmission ties to regions II and IV on the north and V on 
the west. For region VII (Pacific Northwest), it is estimated that adverse 
hydro conditions would cause a decrease in the December capability of approxi- 
mately 950,000 kilowatts in 1955 to 1,270,000 kilowatts in 1958. This represents 
losses varying from approximately 10.3 to 11 percent. As indicated in table 
III and exhibit B, this would lower the capability in 1955 to just equal to the 
load, but in 1956 there would result 1 percent reserve, in 1957, 1.4 percent, and 
in 1958, 13.7 percent. As region VII capabilities are predominantly hydro rather 
than steam, the region needs considerably less in reserve capability than other 
regions. A reserve capability of 4 percent in region VII should be as adequate 
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as a 10-percent reserve capability in region II where the capability is almost 
entirely from steam generation. In region VII there is also a considerable 
amount of contractually interruptible load. It is estimated that all non- 
interruptible loads can be carried without curtailment and most of the inter- 
ruptible loads in 1955 through 1957. The capabilities and reserves for 1958 
presently appear to be adequate. In region VIII, adverse hydro conditions 
would cause a decrease in estimated December peak capability ranging from 
2.5 percent in 1955 to 3.3 percent in 1958. Estimated reserve margins, however, 
are adequate to accommodate such conditions should this be encountered. 


AEC-RELATED POWER PROJECTS 


The Office of the Assistant Secretary, Water and Power Development, is also 
the allotting agency for atomic-energy related projects, familiarly own as 
E-5-rated projects. This program provides allotments and priority istance 
on materials and equipment for construction of facilities to furnish interim, 
firm, and backup power to Atomic Energy Commission installations. It consists 
of 52 projects, containing 89 units with nameplate ratings totaling 10,721,000 
kilowatts. These were designated as essential to supply power to Atomic Energy 
Commission installations. Allotments of steel, copper, and aluminum on quar- 
terly bases are issued as required for each project. Assistance is given through 
expediting shipments of materials and scheduling deliveries of equipment. 

Since the program started in 1953, a total of 8,738,000 kilowatts have been 
placed in service as of September 1, 1955. The program is presently 285,000 
kilowatts behind the original schedule which was set up in November 1952. The 
greatest slippage was 2,319,000 kilowatts in May 1954, and large slippages con- 
tinued through October 1954, at which time it amounted to 2,266,000 kilowatts. 
Subsequently the slippages have gradually decreased, and the program is pres- 
ently almost back to the original schedule. Exhibit C shows graphically the 
kilowatts as originally scheduled to be in service, the kilowatts as actually 
brought into service, and present schedule for completion of the program. The 
delay in the program was due principally to slippages in some turbine deliveries, 
as reported to your committee in our previous reports. The delay in the pro- 
gram resulted in the Atomic Energy Commission purchasing interim power from 
whatever sources available at higher costs than would have been necessary if 
the E-5-rated units had been brought into service as originally scheduled. Under 
present planning, the program will be completed by June 1956 with total installa- 
tion of 10,721,000 kilowatts. 


EXPANSION GOALS 


The Electric Power Goal No. 55, as revised and issued on August 26, 1952, 
ealled for the installation of 41 million kilowatts of new generating capacity in 
class I utility systems or a total of 116 million kilowatts by the end of 1955 
and 1 million kilowatts for certain defense-related projects in 1956. Present 
indications are that the total installed capacity by the end of 1955 will slightly 
exceed 116 million kilowatts. 

On December 3, 1953, the Office of Defense Mobilization by its order VII-6 
temporarily placed the electric-power goal on the suspended list. 

On July 29, 1954, the Acting Secretary of the Interior recommended to the 
Office of Defense Mobilization that the goal be closed, with certain minor excep- 
tions. This recommendation was made in response to a request by ODM for 
a reexamination of the power situation. Under the then-assumed circumstances 
of partial mobilization, it was considered that reserve margins were sufficient 
to meet the needs in all regions, with the possible exception of the Pacific 
Northwest. 

Present estimates now indicate that the reserve capacity, assuming the same 
conditions and circumstances as above, will for the years 1955 through 1958 be 
in excess of 20 percent, which is considered more than adequate under partial 
mobilization conditions. 

However, during conferences in March and early April of this year between 
officials of ODM and Interior, agreement was reached that planning should be 
premised on, not partial but full mobilization, which would then be in accord 
with other defense-planning agencies. 

Accordingly, on April 15 ODM by its order VII-6, amendment 11, transferred 
goal 55, electric power, from the suspended to the open goal. This amendment 
also enlarged and extended the goal to 150 million kilowatts by the end of 1958. 
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This represents an increase of approximately 34 million kilowatts over the 
expected capacity additions planned to be installed by the end of this year. 

On August 11, 1955, goal 55, electric power, along with 37 other goals, was 
placed on the suspended list by Defense Mobilization order VII-6, supplement 1, 
pending review to determine whether adequate productive capacity exists to 
meet defense mobilization needs. 

The Office of Defense Mobilization by its order DMO VII-—6, supplement 3, 
dated September 29, 1955, placed goal 55, electric power, on the open list. Ap- 
plications for necessity certificates under the electric-power goal must be filed 
at the Office of Defense Mobilization by the close of business December 31, 1955, 
to be eligible for consideration. 

Expansion goal No. 225, for power facilities for military, atomic energy, and 
defense-related needs, was established by Defense Mobilization Order VII-6, 
amendment 9, dated March 17, 1955. This goal covers the following facilities 
for which there is an existing or prospective shortage to supply power required 
by the military services, Atomic Energy Commission, or a defense-related indus- 
try: 

(a) Interconnections between power generating facilities; and 

(b) Transmission lines between a generating facility and the point of 
consumption required by a military service, Atomic Energy Commission, or 
defense-related industries. 

This goal was established primarily to clear up the backlog of defense-related 
transmission projects which accumulated while goal 55 was on the suspended list. 

Through August 31, 1955, under the original and amended goal No. 55 and 
goal 225, applications for certificates of necessity for rapid tax amortization have 
been received for 1,036 electric utility projects and 46 industrial powerplants. 
Of these 791 utility plants and 43 industrial powerplants were recommended 
for approval. The certificates of necessity approved by ODM are related to an 
increase in the Nation’s electric power capacity of 24,328,455 kilowatts from 
electric utility systems and 777,000 kilowatts from industrial powerplants. 


COOPERATIVE ACTIVITIES 


The defense electric power functions also include cooperative activities with 
other governmental agencies. Some of these activities are— 

(a) Reports to the Office of Defense Mobilization on status of goals; 
capabilities and loads: and special studies ; 

(b) Conferring with Federal Power Commission as to capabilities and 
loads and nationwide maps of utility systems; 

(c) Reporting to Atomic Energy Commission as to status of the E-5 
rated program and conferring with respect to rating of projects and expedit- 
ing of materials; 

(d@) Conferring with Business and Defense Services Administration, De- 
partment of Commerce, relative to ratings, scheduling of equipment, and 
issuance of directives; 

(e) Conferring with the Geological Survey of the Department of the 
Interior with respect to mapping; and 

(f) Contacts with public utilities in formulating defense plans. 


FUTURE PLANNING 


In addition to activities outlined above, plans are being formulated for the 
activation of a Defense Electric Power Agency at a relocation center in the 
event of an emergency and the formation of field organizations that can be 
activated in the event of war in order to assure a continuation of essential 
electric power supply. Maps and operating information as to individual electric 
systems are being accumulated for use in such an emergency. 


PERSONNEL 


This defense electric work is handled for the most part by three full-time 
employees. When the workload rises sharply, as it has occasionally over the 
past 2 years, the Department’s technical review staff provides additional per- 
sonnel on a temporary basis. Industry consultants have also been called upon 
to assist. Consultants have been used for the most part to work on studies 
requiring specialized knowledge in power matters in particular areas of the 
country. 
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TaBLe I.—Total United States December mavimum peak capabilities, peak loads 
and margin of reserves 


| Capabilities | Loads | Reserves 








Year (million (million (percent of 
kilowatts) kilowatts) loads) 

61.9 54.2 14. 2 
67.7 61.4 10. 3 
75.0 68. 1 10. 1 
81.5 72.9 11.8 
91.0 78.5 15.9 
103. 6 85.7 20.9 
116. 6 96. 3 21.1 
124. 6 102. 3 | 21.8 
132-3 108. 9 21.5 

< 115.8 23.7 














The Federal Power Commission and the Department of the Interior have 
concurred in the estimated capability figures as shown above. Department of 
the Interior’s capability figures include both scheduled and planned units, whereas 
Federal Power Commission’s capacity figures include only firm scheduled units 
based on adverse water conditions. 


TABLE II1.—Nationwide reserves (percent of loads) for adverse hydro during 
December peaks 


Edison Elec- Defense Elec- 
trie Institute | tric Power 


Federal Power 
| 

as of June 30, as of Apr. 15, |staffasofSept.1, 
1955 


Commission 


End of year 
1955 1955 
ies tere cated. 2st cet sche ae fe 18.8 18.9 | 19.0 
PR die ania Seutainmmgninn sepia apieeen SED mn i Sree 18.4 19.3 | 19.9 
ec Reatnnaiin Sceaeiendibameemeit ea aaa 16.3 18. 4 | 19.4 
1958__... eR Eh d, ot nd ehientetbibbione ceabegtder tea vine dir ansai 12.1 17.1 21.6 


Note.—See par. 2 under Power Supply. 


TABLE III.—Regional reserves as percentage of loads 


[Donen ~~ shown for all regions except V which is for summer conditions] 























af 
Median hydro | Adverse hydro 
Region } j eats) TT thae er Pe ee 2 

| 1955 1956 | 1957 1958 | 1955 | 1956 | 1957 | 1958 
16.4) 141 14.1 16.9 5.7) 13.4| 134] 16.2 
19.1 | 25.0] 237) 21] 1912) 25.0) 23.7) 26.1 
14.3] 15.5] 11.6 83] 121) 13.4 9.7 | 6.7 
%.2/ 219] 21.2] 225 | 22.2) 2.0) 2.3] 21.7 
185] 21.3] 20.8] 228/ 184) 212) 20.7) 22.7 
47.7} 48.3 51.4 43.9} 46.1 47.0] 48.2 39.6 
11.9} 126] 13.9] 127.1) © 1.0 1.4] 113.7 
M4) 226) 2.6) 907) 23) 191) 213 26 











! The large increase in reserves for the year 1958 is due to the scheduled and planned installation of 1,823,500 
cmoneets - — year versus installation of 876,300 kilowatts in 1955, 687,500 kilowatts in 1956, and 689,700 
watts < 


The scheduled and planned installations for 1958 are: 


Seeiodower Ge, cheeemel, S unitess.. 6. ote 300, 000 
Idaho Power Co., hydro, Brownlee No, 1--_~---_----------------_--~- 103, 100 
EN OD 43, 400 
Pacific Power & Light Co., hydro, Swift River Nos. 1, 2, 3, 4-__--_--__- 264, 000 
Pacific Power & Light Co., thermal, 1 unit-__..______________-______ 100, 000 
Portland General Electric, TE tn 2 ee 150, 000 
Portland General Electric, hydro, 3 units____.___.____________-_______ 75, 000 
Tacoma, Wash., hydro, Mayfield Nos. 1, 2, 3.-....-.__-----___-._____ 120, 000 
U. 8. Corps of Engineers, hydro, Chief Joseph Nos. 13, 14, 15, 16_______ 256, 000 
U. 8S. Corps of Engineers, hydro, Dalles Nos. 3, 4, 5, 6..._-_---_--_____ 312, 000 
eam Sewer & cient Co., thermal, 1 unit.............................. 100, 000 
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DEPARTMENT OF THE INTERIOR 


OFFICE OF ASST. SECY. FOR WATER & POWER 


















AUGUST 1955 
PEAK CAPABILITY REPRESENTS THE MAXIMUM ELECTRIC 
THOUSANDS OF KILOWATT OUTPUT WITH ALL POWER SOURCES C POWER GOAL, 
KILOWATTS AVAILABLE. iT MUST PROVIDE THE NECESSARY (| END OFI958 
150,000 | ALLOWANCE FOR MAINTENANCE, EMERGENCY eae 4 
OUTAGES & SYSTEM OPERATING REQUIREMENTS. 
3.7 4 PEAK 
140,000 RESERVE MARGIN INCLUD’S THE PROVISION FOR CAPABILITY 
MAINTENANCE , EMERGENCY OUTAGES AND SYSTEM AS SCHEDULED 
OPERATING REQUIREMENTS ANY REMAINDER, 2/15 
139,000 AFTER THESE NEEDS ARE MET, IS AVAILABLE RESERVE 
FOR UNFORESEEN LOADS 218 MARGIN 
120,000 - ELECTRIC POWER al 
| SUAL END OF 1955 ~y. 
110.000 }- DENOTES RESERVE MARGIN 
; (BASED ON SCHEDULED \ | 
CAPABILITY) AS % OF 209 
100,00c bt PEAK LOAD 
30,000 
80,000 
70000 
60,000 ee & cr ae bad a toas sesh 2 
50,000 
40,000 
30,000 
20,000 
10,000 
° 


1949 50 Si 52 53 54 55 56 57 58 


TOTAL US. DECEMBER PEAK CAPABILITIES, PEAK LOADS AND 
RESERVE MARGINS~— MEDIAN HYDRO CONDITIONS 
EXHIBIT "A" 


94133 O—57—pt. 2——-31 
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KILOWATTS 
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OFFICE OF ASST. SECY. FOR WATER & POWER 

E-5 RATED ELECTRIC GENERATING UNITS FOR 

11,000,000 L— ELECTRIC POWER TO ATOMIG ENERGY COMMISSION INSTALLATIONS _ 
SCHEDULED & ACTUAL INSTALLATIONS 

10,000,000 — BASED ON NAMEPLATE RATINGS — 


AUGUST 1955 
3,000,000 }- — — - } 


| DEPARTMENT OF THE INTERIOR 


KILOWATTS 


8,000.00 


7 


7000000 | INSTALLATIONS AS SCHEDULED 
NOVEMBER 1952 


600,000 


5,000,000 -—— | Sciinien INSTALLATIONS THRU AUGUST 1955 — 
| PRESENT SCHEDULE AFTER AUGUST 1955 
4,000,000 }—— —- —— - = 


+ ame ep eentaruan 


| 
| 
3,000,000 } } 











J ASONOJSFMAMSI JS ASONO VV FMAM S 
¥EAR 1953 1954 i955 1956 


EXHIBIT "C” 
OFFICE oF Ort AND Gas’ 


The demand for petroleum reached a new high of 8,100,000 barrels daily aver- 
age in 1954 and a peak seasonal demand of 9,600,000 barrels daily average in 
December. This record was made in spite of the slackening in military demand 
following the truce in Korea and the slight industrial recession in 1954. 

This country’s economy is geared to an ample supply of petroleum, and demand 
will continue to grow. Growth in demand for petroleum in friendly foreign 
nations has been even more spectacular—five times as great as our own growth 
in 1954. 

Natural gas sales reached an all-time high in 1954, and further expansion of 
transmission facilities can be expected to increase sales of gas. 


INDUSTRIAL DEFENSE EXPANSION GOALS 


To make sure that adequate supplies of petroleum and gas were available to 
meet the mobilization objectives, industrial expansion goals were established for 
various segments of the industries, and the incentive of accelerated tax amorti- 
zation was available and utilized upon application to the Office of Defense 
Mobilization. 

During the last half of the year covered by this report the Office of Oil and 
Gas and the Office of Defense Mobilization made several reviews of the progress 
toward attainment of expansion goals previously established and the essentiality 
of continuation of accelerated tax amortization as an incentive for continued 
expansion. As a result of these reviews, this Office made recommendations to 
ODM with respect to the several petroleum and gas expansion goals. These 
were considered by ODM in connection with a broad study of all mobilization- 
expansion goals and the use of rapid tax amortization. 

This Office reached the conclusion, shared by ODM, that at this stage of the 
mobilization-expansion program the accelerated tax amortization incentive is 
not stimulating facility expansion beyond normal growth requirements in the 
petroleum and gas industries. There were certain exceptions, notably in the 


1In standardizing Department nomenclature the Oil and Gas Division was redesignated 
as the Office of Oil and Gas. This change was effective April 6, 1955. 
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alkylate program for high octane aviation gasoline, the basic refining program, 
and pipeline and storage programs directly related to military or AKC 
installations. 

These conclusions were reflected in the ODM’s issuance of Defense Mobiliza- 
tion Order VII-6, supplement 3, on September 29, 1955, which covered not only 
petroleum and gas goals, but also all others. This order closed some goals and 
kept others open. In brief, the closing of a goal makes facilities of the type 
previously covered by the goal thereafter ineligible for consideration for acceler- 
ated tax amortization. Several goals which had been placed in the suspended 
category by Defense Mobilization Order VII-6, supplement 1, on August 11, 1955, 
pending further study, were transferred to either the “open” or the “closed”’ list. 

Among the expansion goals which were closed by the Defense Mobilization 
Order of September 29, 1955, were the following petroleum and gas goals: No. 
65-c—natural gas liquids; No. 65-d—petroleum pipelines; No. 65-e—petroleum 
storage; and No. 171—gas utilities industry pipelines. At the same time, the 
order established a new goal designated as No. 226, oil and gas pipelines and 
petroleum storage facilities (specific defense programs). This new goal applies 
to (a) oil and gas pipelines running directly to military installations or AEC 
projects, and (b) petroleum storage facilities erected solely for military use. 
In effect, this means that facilities of this type can continue to be considered 
for accelerated tax amortization. 

The order left open and increased expansion goal No. 207—alkylate, and ex- 
pansion goal No. 65-b—domestic petroleum refining capacity. The following 
paragraphs present information on these two goals. 


Alkylate capacity 


The alkylation goal, prior to September 29, 1955, when it was increased, pro- 
vided for construction of 30,000 barrels per day of additional alkylation facilities 
in the United States. The industry has been approaching attainment of that 
goal. Because of (a) limited economic incentive for the industry to construct 
such facilities, (b) possible loss of facilities in event of enemy attack, and (c) 
increase in quality of military high octane aviation gasoline, this Office, in March 
1955, recommended to the Office of Defense Mobilization that this goal remain 
open without quantitative limitation. However, the Office of Defense Mobiliza- 
tion took no formal action on the recommendation. After further review of 
the expansion goals and the continuing need for them, the Office of Oil and Gas, 
early in August 1955, recommended to ODM that even though the goal was almost 
filled, it should be increased by 25,000 barrels per day of additional capacity 
over that in April 1953. 

Further consideration of this Office’s recommendation by the ODM led to its 
adoption. The revised provisions of the goal were set forth in an ODM notice 
with respect to expansion goal No. 207, revision 1, alkylate, issued simultaneously 
with DMO VII-6, supplement 3, which order continued the listing of this goal in 
the “open” category. The notice set the goal at 55,000 barrels per day of capacity 
to be achieved by January 1, 1957, and stated that this revision represents an 
increase in productive capacity of 25,000 barrels per day over that established 
on April 10, 1953. 


United States refining capacity 


Prior to September 29, 1955, when it was revised, the domestic petroleum 
refining expansion goal established by the Office of Defense Mobilization called 
for attainment of a capacity of 8,750,000 barrels per day by January 1, 1956. 
That amount of capacity is nearly assured. 

On March 8, 1955, the Office of Oil and Gas recommended to ODM that this 
goal be increased to 9 million barrels per day. It was pointed out that this 
recommendation, previously made by the Petroleum Administration for De- 
fense, will not develop sufficient reserve refining capacity to cover all petroleum 
requirements of the United States and friendly foreign nations in event of war 
and a prolonged period of hostilities without continuation of construction of 
refineries. The construction and maintenance of such a reserve refining capacity, 
however, would be beyond the financial resources of the petroleum industry. 

The issuance of certificates of necessity for refining projects was suspended 
under the defense mobilization order issued August 11, 1955, but in its sequel— 
DMO VII-6, supplement 3, dated September 29, 1955—this goal was restored to 
the “open” list. An ODM notice, issued at the same time with respect to ex- 
posses goal No. 65, revision 3, domestic petroleum refining capacity, stated 
that— 
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1. The expansion goal for the construction of crude-oil refining capacity 
in excess of abandonment is hereby set at 9 million barrels per day, to be 
achieved by January 1, 1957. 

2. This revision represents an increase of 250,000 barrels per day over that 


established in revision 2, issued October 20, 1953, with an achievement 
date of January 1, 1956. 


ACCELERATED TAX AMORTIZATION 


The Office of Oil and Gas received over 390 applications for rapid tax amorti- 
zation from the petroleum and gas industries which had been referred to the 
Office by the Office of Defense Mobilization for analysis and recommendations 
for approval or denial of certificates of necessity for accelerated tax amortiza- 
tion under the petroleum and gas programs. Numerous requests for post- 
certification action, including time extensions and scope amendments, were 
analyzed and recommendations were made to ODM. 


DEFENSE PLANNING 


The Office of Oil and Gas, with advice and assistance of the Military Petroleum 
Advisory Board, prepared a wartime worldwide petroleum supply-and-demand 
report—the first ever prepared based on potential use of ultramodern weapons 
of warfare. That report, in use by the Departments of the Interior and Defense 
and the Office of Defense Mobilization, serves as the base for a series of detailed 
defense preparedness studies. 

The Acting Director of the Office of Oil and Gas, together with a refining 
technologist, transportation and storage expert, gas transmission and distribu- 
tion specialist, petroleum-programing specialist, and a finance analyst, partici- 
pated in the national exercises sponsored jointly by the Federal Civil Defense 
Administration and the Office of Defense Mobilization and held between June 15 
and 17. 

These exercises further convinced the Office of Oil and Gas that there is a 
real need for establishment of a reserve field organization composed of persons 
presently engaged in the industry to whom advance assignments of responsi- 
bility and delegations of authority would be made, their emergency authority 
as employees of the Federal Government to become operative under conditions 
as prescribed by Government. 

The importance to other departments and units of the Federal Government 
and the need for an effective petroleum and was agency to take care of oil- and 
gas-supply problems of the Federal Government and essential industries de- 
pendent upon oil and gas supply was demonstrated. 


SMALL BUSINESS 


An overall study of the ability of the petroleum industry of the United States 
and the friendly foreign nations of the free world to fuel a major war has been 
completed. Detailed studies on various segments are underway, including one 
which will show the position of the small independent refiner. 

The domestic refining study has already revealed some information with re- 
spect to small refiners. In the 4-year period 1951-55, the small refiners increased 
their actual capacity by 27.4 percent as compared to only 22.5 percent for all 
larger refiners, thus advancing their percentage of operated refining capacity 
from 18.5 percent to 19.1 percent. 

Small refiners have received 29.4 percent of total capacity certified under the 
accelerated tax amortization incentive as compared to 70.6 percent for all of the 
larger refiners. 

The small refiners have not only increased their actual capacity but they 
have benefited in another way by being able to adapt certain catalytic refining | 
processes to their smaller size plants. This enabled them to further improve 
their competitive position by producing more of the higher quality products. 
Financing of the construction of these catalytic facilities has been particularly 
assisted by the availability of the incentive of accelerated tax amortization. 


VOLUNTARY AGREEMENT RELATING TO FOREIGN PETROLEUM SUPPLY AND OPERATIONS 
THEREUNDER 


The voluntary agreement relating to foreign petroleum supply, as amended, 
dated April 15, 1954, was formulated pursuant to the provisions of section 708 
of the Defense Production Act of 1950, as amended. That agreement and its 
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implementing adjunct, the Foreign Petroleum Supply Committee, continued in 
existence under the supervision and direction of the Secretary of the Interior 
or Assistant Secretary, Mineral Resources, and a Director appointed from the 
Office of Oil and Gas by the Secretary of the Interior. 

More than 100 petroleum experts, appointed by the Secretary of the Interior, 
served on the Foreign Petroleum Supply Committee and its 4 subcommittees, 
namely, Production Subcommittee, Refining Subcommittee, Supply and Distribu- 
tion Subcommittee, and the Statistical Subcommittee. In July 1955, the Secre- 
tary of the Interior made appointments to membership on a new subcommittee, 
Pipeline Transportation Subcommittee. 

The Foreign Petroleum Supply Committee and its subcommittees are the most 
successful means yet devised for getting up-to-date foreign petroleum and gas 
information. Such information is indispensable to this Government and can be 
obtained in no other way. 

These committees were concerned only with the gathering of information and 
preparation of reports on various aspects of petroleum operations in friendly 
foreign nations pursuant to specific written requests of the Secretary of the 
Interior or the Director of the agreement. These activities increased with pro- 
gressive intensity because of the increased requirements of the Department of 
Defense for foreign petroleum data for use in connection with strategic planning. 

The information and estimates supplied, covering more than 80 foreign nations 
and areas, concerned the foreign aviation gasoline supply position, require- 
ments for petroleum products, crude-oil producing operations, civilian terminal 
and storage facilities throughout the free world, consumption of petroleum 
products, and refining capacity. 

Reports furnished by the committees were comprehensive and, in the aggre- 
gate, voluminous, A report on foreign civilian terminal and storage facilities, 
the first of its kind ever prepared, consisted of 4 volumes totaling 3,388 pages of 
statistical data on 1,084 terminals in 120 countries. 

The Foreign Petroleum Supply Committee, pursuant to Government requests, 
had underway preparation of an aviation gasoline stock position report, and 
revision and implementation, as of September 1, 1955, of the terminal and storage 
facilities report. 

At a public hearing of the House Banking and Currency Committee on July 8, 
1955, the Director of the Office of Oil and Gas discussed the voluntary agreement 
and operations thereunder. The Director pointed out that so long as world 
conditions continue unsettled, it is highly essential that this Government have 
available this mechanism whereby complete, accurate, and up-to-date information 
may be obtained on foreign petroleum operations. 

The Committee will also comply with a request of Government for a current 
report on foreign petroleum pipeline systems in the free world countries. Since 
this will be a major undertaking requiring the assistance of experts, the Secre- 
tary of the Interior, in July 1955, appointed the membership of the Pipeline 
Transportation Subcommittee, which will compile the data. 


EMPLOYMENT OF PERSONNEL WITHOUT COMPENSATION 


Section 710 (b) of the Defense Production Act of 1950, as amended, authorized 
the President to employ without compensation persons of outstanding experience 
and ability when necessary to carry out provisions of the act. This provision 
has permitted the Secretary of the Interior to obtain the services of persons of 
wide experience and recognized judgment and ability in the petroleum and gas 
industries who brought to the Department their advanced knowledge and up-to- 
date technology and industry information. Employment of such persons without 
compensation has made available to the Office of Oil and Gas the services of 
people who otherwise would not be able to leave their industry positions, even 
on a temporary basis, to accept less remunerative positions in the governmental 
service. 

In the past year, under this provision, this Office employed on a full-time basis 
an Assistant Director whose outstanding ability and experience were essential, 
particularly in petroleum programing and NATO work, a foreign petroleum 
expert who was Director of the Voluntary Agreement, and a foreign petroleum 
analyst. In addition, about 30 consultants were available for service during the 


year. 
In July 1955, when the House Banking and Currency Committee had under 
consideration extension of the Defense Production Act, the Director of the Office 
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of Oil and Gas in a prepared presentation stated that this procedure permits 
the training of an executive and technical reserve by rotating personnel from 
industry in the available positions, thus providing a source of trained personnel 
for staffing an emergency petroleum and gas organization when needed. In 
accordance with the provisions of Public Law 295, 84th Congress, the duties of 
appointees presently serving without compensation are limited, when policy 
matters are involved, to advising appropriate full-time salaried Government 
officials who are responsible for making policy decisions. 


WEST COAST TRANSPORTATION 


In July 1955, the Subcommittee for Special Investigations of the Committee 
on Armed Services, House of Representatives, commenced an investigation into 
the need for improved facilities for transportation of petroleum to the west 
coast as a defense measure. At a hearing on July 7, the Director of the Office 
of Oil and Gas presented information covering the west coast supply situation 
with particular reference to the strategic need for a crude oil pipeline from 
west Texas to Los Angeles, Calif. In his testimony the Director presented 
information on the west coast petroleum and gas supply situation and the con- 
clusion that there is potentially available more crude oil than the California 
refineries can process and, consequently, there would be no justification for any 
Government financial assistance for a crude-oil pipeline to be built in peacetime 
from west Texas to California. 


INDUSTRY COOPERATION AND ASSISTANCE 


Military Petroleum Advisory Board 


Through the cooperation of the Military Petroleum Advisory Board, the De- 
partments of Defense and Interior and the Office of Defense Mobilization now 
have a petroleum report that is a milestone in petroleum defense preparedness 
planning. 

The Board has under study various petroleum and gas problems presented to 
it jointly by the Director of the Office of Oil and Gas and the Staff Director of 
the Petroleum Logistics Division of the Office of the Assistant Secretary of 
Defense (Supply and Logistics). 


National Petrolewm Council 


The National Petroleum Council has furnished valuable reports on petroleum 
matters in response to specific written requests of the Assistant Secretary, 
Mineral Resources, and the Director of the Office of Oil and Gas. 

NPC published two important manuals entitled “Security Principles for the 
Petroleum and Gas Industries,” and “Disaster Planning for the Oil and Gas 
Industries,” as a service to Government and industry. ‘The first is a guide for 
industrial defense planning for use at the plant level to provide uniformity, 
eliminate inconsistencies, and furnish guidance for establishment and admin- 
istration of security programs in the oil and gas industries. The other manual, 
primarily for use of management in disaster planning, contains ideas and sug- 
gestions to guide companies in formulating plans and programs to reduce dam- 
age to and facilitate rehabilitation of refineries and to provide continuity of 
company operations in event of disaster. 

Studies and reports on manpower engaged on July 1, 1955, in the oil and gas 
industries, over-the-road transportation of the petroleum industry, and matters 
covering national emergency disaster planning which are pending completion by 
the National Petroleum Council and its committees will be valuable in connec- 
tion with defense planning. 


Gas Industry Advisory Council 


A Gas Industry Advisory Council was available for advice and consulta 
tion on defense problems with respect to gas transmission and distribution. 


FUTURE OBJECTIVES 


One of the major defense responsibilities of the Office of Oil and Gus will 
be continuing analyses and evaluations of the ability of this country to fuel 
au major war. An evaluation must be both domestic and worldwide. 

This Office will keep the Department of Defense and the Office of Defense 
Mobilization continuously informed on all matters which affect the petroleum 
and gas security of the Nation. 
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As one element in an evaluation, this Office must maintain complete and up- 
to-date information on the capacity of the petroleum and gas industries, at 
home and abroad, to produce, refine, and deliver petroleum and petroleum 
products at the places needed as may be required in a national emergency. 
These requirements include the essential industrial and civilian needs of this 
country and of the friendly foreign nations as well as the military require- 
ments. 

Detailed studies and surveys to be undertaken in connection with an evaluation 
bring out whether and where there are potential deficiencies in the availability 
of petroleum and gas and identify such deficiencies. The Office will develop 
ways and means to prevent or alleviate any deficiencies. If additional con- 
struction of facilities is required over and above the expansion normally carried 
on by the petroleum and gas industries, this Office will make recommendations 
to the Office of Defense Mobilization for governmental action to stimulate addi- 
tional expansion by the oil and gas industries to fulfill defense requirements. 
Such basic studies have been made by this Office. 

Some studies underway currently concerning petroleum and gas may reveal 
the need for (a) establishment of new defense expansion goals, (bd) enlarge- 
ment of existing goals, or (c) extension of time to attain the existing goals. 

In the light of a recent delegation by the Federal Civil Defense Administra- 
tion to the Secretary of the Interior, the Office of Oil and Gas will review its 
basic wartime planning activities with respect to ways and means of assur- 
ing petroleum and gas supply in event of emergency. Further, the Office will 
develop mechanisms to implement the delegation and will collaborate with 
Federal civil defense officials as appropriate to put into effect as early as 
possible such governmental standby programs as may be necessary to assure 
provision of petroleum and gas in an emergency. 


AUTHORITY 


The Office of Oil and Gas was established under Department of the Interior 
Handbook Release No. 9, April 26, 1954, and Release No. 11, June 29, 1954. Its 
composition and functions are described in the Departmental Manual, part III, 
chapter 5, dated April 6, 1955. 

The Office of Oil and Gas derives authority from: 


The Defense Production Act of 1950, as amended (50 U. S. C. App. secs. 2061- 
2166) as amended by Public Law 295, 84th Cong., 69 Stat. 580) 

Executive Order No. 10480 (18 F. R. 4939), as amended 

Defense Mobilization Order I-7, as amended (18 F. R. 5366, 6737, 19 F. R. 7348) 

Defense Mobilization Order VII-5, as amended (18 F. R. 6408, as amended by 
19 F. R. 7349) 

Defense Mobilization Order I-13 (19 F. R. 7348) 

Order No. 2781 of the Secretary of the Interior (20 F. R. 316) 

NPA Delegation No. 9, February 26, 1951 (17 F. R. 1908), as continued by 
Business and Defense Services Administration 

Defense Transport Administration Delegation No. 6, May 5, 1951 (16 F. R. 
4149, as amended February 19, 1954, 19 F. R. 1071) 

Section 168 of the Internal Revenue Code 

Federal Civil Defense Delegation No. 3, dated August 13, 1955 (20 F. R. 5937) 





OFFICE OF MINERALS MOBILIZATION 


On January 6, 1955, the Secretary of the Interior established the Office of 
Minerals Mobilization and vested it with responsibility for carrying out the 
Department’s mobilization functions for solid fuels and metals and minerals, 
except for domestic minerals exploration. This Office was established in the 
Office of the Secretary and, like the Office of Oil and Gas, it reports to the 
Assistant Secretary for Mineral Resources. 

This action consolidated within the Department of the Interior the mobiliza- 
tion functions on solid fuels, which had been delegated to the Bureau of 
Mines on July 1, 1954, and those additional mobilization functions on metals 
and minerals which had been delegated by the Director of the Office of Defense 
Mobilization on November 12, 1954, to the Secretary of the Interior and there- 
after retained in the Department. On December 22, 1954, prior to the estab- 
lishment of the Office of Minerals Mobilization, the Secretary had redelegated 
to the Administrator of General Services certain of his new mobilization 
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functions on metals and minerals. The functions delegated to the Adminis- 
trator of General Services included screening and making recommendations to 
the Office of Defense Mobilization on requests for accelerated tax amortization, 
loans, guaranties, and procurement contracts. 

The Director of the Office of Minerals Mobilization was appointed on May 
4, 1955, and funds appropriated for the Office became available on July 1, 1955. 

This report covers the period from October 1, 1954, to September 30, 1955, 
with respect to solid fuels and from November 12, 1954, to September 30, 1955, 
with respect to metals and minerals. 

During the period covered by this report, the Department’s principal defense 
mobilization activities pertaining to solid fuels were devoted to the attainment 
of adequate capacity for the production of metallurgical coal and the expansion 
of coke oven capacity to support the steel expansion program. Coal require- 
ments and mine capacity in Alaska received attention. In connection with 
metals and minerals, the initial emphasis was on analyses of the mobilization 
supply position with respect to certain strategic and critical minerals as re 
quested by the Office of Defense Mobilization and on the development of pro- 
posals for Government action to overcome any gaps in the supply position 
revealed by such analyses, on review of pending legislation to forecast what 
effect its enactment would have on mobilization supplies of metals and minerals, 
and on organization and staffing of the Office. 


PROGRAMS AND AUTHORITY 


The Office of Minerals Mobilization is, in general, responsible through the Sec- 
retary to the Office of Defense Mobilization for continuous evaluation of the pre- 
paredness position of the United States in mineral raw materials and solid fuels, 
and for preparing and submitting to ODM recommendations for Government 
action whenever necessary to assure adequate supplies of such commodities te 
meet needs under conditions of partial or full mobilization. These recommenda- 
tions for Government action relate to measures to maintain adequate mobiliza- 
tion base levels, establishment or modification of expansion goals, use of financial 
aids and incentives, objectives of stockpiling programs, estimates of materials, 
equipment, and transportation requirements for the metals, minerals, and solid 
fuels industries, evaluation of proposed foreign minerals exploration and devel- 
opment programs, and adoption of standby orders and regulations as readiness 
measures. 

In addition, the Office of Minerals Mobilization is responsible for maintaining 
guidance and leadership to the metals, minerals, and solid fuels industries in 
preparation for emergency. It also screens and recommends to ODM on applica- 
tions for rapid tax amortization, loans, and similar assistance for the solid fuels 
industry. 

As an organizational unit within the Office of the Assistant Secretary for 
Mineral Resources, the Office of Minerals Mobilization also has certain responsi- 
bilities for advice and assistance to the Secretary on problems of the American 
minerals resource base and long-term minerals supply which are distinct from, 
but often related to, those involved in performance of defense functions delegated 
to the Secretary by the Director of the Office of Defense Mobilization. 

The mobilization authority of the Office of Minerals Mobilization is derived 
from Order 2781 of January 6, 1955, of the Secretary of the Interior which dele- 
gated to this Office those functions and responsibilities relating to solid fuels, the 
production of coal chemicals, and the distribution of petroleum coke, and to 
metals and minerals (other than domestic exploration for metals and minerals 
and certain functions redelegated to the Administrator of General Services) 
which the Secretary had received by delegation or redelegation issued pursuant 
to the Defense Production Act of 1950, as amended, and pursuant to other law 
by virtue of authority delegated to him under that act, as amended. This dele- 
gation transferred to the Office of Minerals Mobilization metals and minerals 
responsibilities which previously had been vested in the Secretary and solid 
fuels responsibilities which had previously been delegated to the Director of the 
Bureau of Mines by the Secretary. 

The authority of the Secretary with respect to metals and minerals was 
contained in delegations by the Director of the Office of Defense Mobilization 
on November 12, 1954, in Defense Mobilization Orders I-7, amendment 1 (re- 
vised) ; VII-5, amendment 1; and I-13. DMO I-13 served basically as a sum- 
marization and restatement of functions otherwise delegated or assigned to the 
Secretary of the Interior. It took into account the functions with respect to 
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solid fuels previously delegated to him as well as the new responsibilities for 
metals and minerals being delegated to him at that time. 

The functions pertaining to solid fuels now included in the responsibilities of 
the Office of Minerals Mobilization are descendent from those carried on by the 
former Defense Solid Fuels Administration, established by the Secretary of the 
Interior following the initial enactment of the Defense Production Act. On 
June 80, 1954, when the Defense Solid Fuels Administration was abolished, such 
functions were delegated to the Director of the Bureau of Mines by Order No. 2764 
of the Secretary of the Interior (19 F. R. 4005). The defense mobilization 
functions involved were performed by former staff members of Defense Solid 
Fuels Administration who were transferred to the Bureau until the establish- 
ment of the Office of Minerals Mobilization in January 1955, when they were 
merged into the staff of this new office. Thus, during a portion of the year 
covered by this report, activities with respect to solid fuels were carried on 
under the Bureau of Mines. 

On August 13, 1955, the Administrator of the Federal Civil Defense Admin- 
istration by FCDA Delegation No. 3, delegated to the Secretary of the Interior 
responsibilities relating to fuel supplies in attacked areas. 


PROGRESS OF PROGRAMS 


In pursuance of its responsibilities for review of the adequacy of supplies 
of metals, minerals, and solid fuels for partial or full mobilization and for 
making recommendations to the Office of Defense Mobilization for meeting 
mobilization requirements through expansion programs, mobilization base pro- 
grams, and other means, the Office of Minerals Mobilization, up to this time, has 
concentrated staff effort mainly on the following areas: 

1. Continuous review and evaluation of the trends in production of, and 
productive capacity for, coke and coking coal and coal in the Territory of 
Alaska. 

2. Development, continuous review and evaluation of mobilization pro- 
grams for lead, zinc, and fluorspar. 

8. Review and evaluation of mobilization supply capabilities for selenium, 
tungsten, and columbium-tantalum processing facilities, metallurgical-grade 
manganese, bauxite, chemical-grade chrome, mica, antimony, molybdenum, 
rare earths, and iron ore sintering facilities. 

4. Review and evaluation of open expansion goals for solid fuels and 
for metals and minerals facilities assigned to Interior. 

5. Assistance to the Office of Defense Mobilization in. the development of 
expansion program policy and criteria. 

To date, with respect to metals and minerals, the Office has been able to 
undertake only the most urgent projects requested by the Office of Defense 
Mobilization. However, steps have been taken to effect a wider coverage of 
its responsibilities, and, to this end, actions have been taken to establish industry 
advisory committees for 14 metals and minerals. These committees will advise 
the Office on programs relating to expansion, readiness, and other matters. 
Also, working relationships now established with the Bureau of Mines and the 
Geological Survey will facilitate the assembly of basic data essential to studies 
of the type which the Office of Minerals Mobilization makes. 


PROGRAM ADMINISTRATION 
Operation Alert 


The Office participated in Operation Alert, 1955, and as a result of the ex- 
perience gained in the exercise, initiated a program which, when fully developed, 
will provide continuously the information necessary for prompt evaluation of 
bomb damage in a given target area. 


Necessity certificates 


Reports and recommendations on 10 applications for necessity certificates 
for solid fuels under section 168 (formerly 124A) of the Internal Revenue Code 
were submitted to the Office of Defense Mobilization during the period September 
1, 1954, to August 31, 1955. Seven were recommended for certification and three 
for denial. As of September 15, 1955, reports on 7 applications were pend- 
ing in the Office of Minerals Mobilization. These 7 all fall under goal No. 4— 
byproduct coke which was placed on the suspended list of Defense Mobiliza- 
tion order VII-6—Supplement 1 dated August 11, 1955, and closed by DMO YII- 
6—-supplement 3 dated September 29, 1955. Under the terms of the latter order, 
two applications now pending will not be eligible for consideration. 
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The cost of the facilities as estimated by the applicants for the 17 applications 
received during the period of this report is $110,006,000. The cost of the 
facilities in the 10 reports submitted to ODM is $23,457,000. The estimated cost 
of the facilities in the seven pending applications is $86,549,000. 

During the period September 1, 1954, to August 31, 1955, 30 recommendations 
were submitted to ODM on requests for time extensions on outstanding neces- 
sity certificates. Two were pending as of September 15, 1955. 

Nineteen reports were submitted on requests for amendments in amount re- 
flecting final costs of facilities for which certificates had been issued. Two 
reports are pending. 

One report and recommendation was submitted on a request for reconsidera- 
tion of percentage allowed on a certificate. 

A tabulation of the status of necessity certificates for solid fuels facilities, 
as of August 31, 1955, is provided in the three accompanying tables. The status 
as of September 30, 1955, will not show any substantial change. 

Data concerning necessity certificates for metals and minerals facilities are 
presented in the annual report of the General Services Administration to the 
Joint Committee on Defense Production. 


Defense loans 


No applications for defense loans for solid fuels under the Defense Production 
Act of 1950, as amended, were received during the period covered by this 
report. 

Since 1950, the Department has recommended 1 loan for the construction of 
a battery of beehive coke ovens in Pennsylvania and 4 loans to coal mines 
in Alaska. The Department found that necessity certificates offered sufficient 
inducement for the investment of private capital in facilities to produce by- 
product coke and metallurgical coal, and therefore it was not necessary to 
recommend loans for these branches of the solid fuels industries. 


Transportation 


While the responsibility for providing adequate transportation for ore and 
solid fuels is not vested in the Department of the Interior, except in the Ter- 
ritory of Alaska, the huge volume of solid fuels and metals and minerals pro- 
duced in the continental United States and shipped by rail, highway, river, Great 
Lakes, and ocean requires the Department to keep in close touch with the 
availability of transportation facilities. The vulnerability of ocean and lake 
transportation for ores and coal indicates that special programs may have to 
be developed to offset these hazards. Representatives of the Department have 
taken part in conferences relating to various transportation problems. 


CURRENT NEED FOR PROGRAMS 


The Office is undertaking a review of the adequacy of supplies and capacity, 
under partial and full mobilization conditions, in the case of each commodity 
within its purview for which the Government is providing aids or incentives. 
Based on these evaluations, recommendations will be made to the Office of Defense 
Mobilization with respect to continuation, modification, or termination of such 
aids or incentives in the case of each commodity or category of production facili- 
ties involved. It is expected that after the initial program recommendations 
have been made for the solid fuels and metals and minerals and facilities as- 
signed to the Department, the Office will review its findings and recommendations 
periodically to take account of changed requirements, supply, technology and 
other factors. This kind of analysis on a continuing basis is essential not only 
to determination of appropriate and necessary use of financial aids and in- 
centives to the industry, but also will enable the Government to institute and 
adjust other programs (such as research and development, and the development 
of substitutes) to meet projected mobilization needs and long-term civilian 
requirements. 


SMALL BUSINESS 
In the analysis of mobilization problems, special attention is given to the 


problems of the small producers and operators, and these factors are taken into 
account in the formulation of program recommendations. 
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In carrying out programs with respect to solid fuels, small business has been 
assisted to a minor degree, in that the recipients of necessity certificates sub- 
contract to small business part of the construction or installation of facilities. 
The capital cost for the construction of new coke ovens is such that it can be 
financed only by relatively large companies. Applications for necessity certifi- 
eates for the production of metallurgical coal have been made principally by 
companies owned by or closely related to steel companies. During the past 12 
months, no applications for necessity certificates have been received from com- 
panies which could be classed as small business. 


FUTURE OBJECTIVES 


As mentioned above in the section headed “Current Need for Programs,” the 
Office is undertaking a review of the adequacy of supplies and capacity, under 
partial and full mobilization conditions, in the case of each commodity within 
its purview for which the Government is providing aids or incentives. There 
are a substantial number of metals and minerals in this category. The analyses 
will be made on a case-by-case basis, and each will take into account the factors 
peculiar to the particular commodity. Therefore, completion of the first round 
of studies on the whole group will require considerable time, even though every 
effort will be made to push the work forward as rapidly as possible. Experience 
in the methods of analysis developed in making the several supply capability 
evaluations already completed, as mentioned elsewhere in this report, will help 
to speed analyses of other commodities yet to be initiated and to facilitate the 
future reviews contemplated. 

In addition to the above-indicated group of commodities, there are a number of 
other metals and minerals which are important to mobilization preparedness. 
These, too, will he the subject of similar analyses as soon as time, personnel and 
work priorities permit. Continuous evaluation of the mobilization supply posi- 
tion in solid fuels will be carried on. 

It is expected that at the same time these fundamental analyses are going 
forward, progress can be made in the development, in cooperation with industry, 
of readiness plans. Within a short time, staffing of the Office should approach 
a full complement of personnel, and thereby make it possible to effect a fuller 
coverage of the responsibilities of the Office. 

Among the commodities to which attention will be given, in connection with 
evaluations of supply and capacity positions, will be the metals and minerals for 
which there are presently “open” expansion goals established by the Office of 
Defense Mobilization. The metals and minerals goals within Interior’s purview 
included in the list of “open” goals in Defense Mobilization Order VII-6, supple- 
ment 3, issued on September 29, 1955, are: 


Title Goal No. 
Nee ee ne ee ah ele hee a irene en wipoesaneaas 20 
IE orth ges nis eiedeadibeetdiet ies tat ete AAR Sa OE | EEE 1 EP) Se Se 56 
Manganese ore, battery and chemical grade_____.__________-______-______- 187 
Mercury —__-__ Ps A LO Neen eee ee eed spe sie caeteen ie 64 
Neen eee eee ee ee beeen: ee BO ee 16 
I dee ne, 2 ite eS Maeda Ra ere se ertee i eee ee US hs _ 163 
oe ee ers ee svtaw, Seis Woe ge Gi Tk os Ov ill SSeRg 


These open expansion goals serve as ceilings for the granting of necessity 
certificates for accelerated tax amortization for construction of facilities to 
produce the listed commodities. The omission of a commodity from the list 
does not necessarily mean that supply capability for that commodity is adequate 
to meet mobilization needs, and such omission does not preclude the use of 
forms of financial aid or incentive other than rapid tax amortization to achieve 
any necessary improvement in the mobilization supply position of that com- 
modity. 

In this connection, the provisions of Defense Mobilization Order III-1 (for- 
merly DMO-11), supplement 1, issued on September 29, 1955, simultaneously 
with the above-cited order on specific expansion goals, should be noted. This 
order is on the subject, “Policy for the Establishment of Expansion Goals for 
Tax Amortization.” It includes these statements, among others: 

Expansion goals are for the purpose of establishing a quantitative limit of 
expansion which may be covered by certificates of necessity ; and 
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Where experience has demonstrated that the tax-amortization incentive 
has not resulted in any appreciable progress in the direction of reaching 
the goal, the goal will be closed for tax-amortization purposes and con- 
sideration will be given to the possibility of developing other programs 
designed to meet essential defense needs. 

These quoted provisions, having general application to all ODM delegate 
agencies’ areas of responsibility, are especially significant in the field of metals 
and minerals. Here, perhaps to a greater extent than in any other field of 
industrial activity, various types of incentives, of which accelerated tax amor- 
tization is only one, have been used in combinations. Such combinations have 
been tailored to meet the special characteristics of production in these industries. 
Thus, incentives under the borrowing authority of the Defense Production Act, 
including loans, guaranties, and commitments to purchase, have been utilized, 
in some cases in combination with rapid tax amortization. Purchases for the 
Nation’s stockpile with funds provided specifically for that purpose by the 
Congress also have been important factors. 

These various aids and incentives are currently being used to assure main- 
tenance or attainment of an adequate mobilization supply position in a number 
of metals and minerals not included in the list of “open” expansion goals for 
accelerated tax amortization. Analyses to be made by the Office of Minerals 
Mobilization, covering a broad range of mineral commodities, will take into 
account the influence of these special incentives. Its recommendations to ODM 
with respect to supply capabilities and use of incentives will reflect this approach. 


Status of applications for necessity certificates in the solid fuels industries, as of 
Aug. 31, 1955 


(Preliminary, subject to revision] 
NUMBER OF APPLICATIONS 





With- | Canceled 











drawn Action : | after Net 
Classification Filed before | pending Denied | Certified certifi- | certified 
action cation 
Coke: 
oo” | ee ae gg Se ee, ee 20 2 18 
DONTORO is dnkcns epee wie fe te ae 5 13 44 6 38 
I iain on ciesipiata geen 36 E Bicnbeuset 2 33 6 27 
TP userecceetunasaces i Mnntseancaaaamenbodiel 1 6 3 3 
ER PES EE 125 1 5 16 103 17 86 
Other coke processes. -..-.----- S bicwcenemeclinonew ones 3 o.)-eaeeeens 3 
Metallurgical coal: 7 
CTR ip eigtit iced cope ne 98 2 5 44 47 4 43 
ree eae 44 A tienancesee 30 13 2 ll 
Mo <i 142 3 5 74 60 6 54 
CN Oh BE eccnccnnmmecees i Miesnticenas eigenen b-amerenainenkieedintlin wig 4 2 2 
Nonmetallurgical coal._--....-- Ol Sicscscanseibbcabacens 34 A Ekeneenden 1 
Bre susitavedsaccuccee 4 Sto desooccee DF iedcnenunn Wusesvoesucchumbinkhe 
lis anodscedecctnadec D li ccegude cshddens a as rata do db tie canes 1eidamne 
Mining machinery ---..-.-.-.-.-.-- B, lincenbadee<Eiiresymeme Ih. boovcach ris natn nrinepgenialiaacettandinela 
ee. oe eee eet een 
Ee 320 6 10 133 171 25 146 


Footnotes at end of table. 
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Status of applications for necessity certificate in the solid fuels industries, as of 
Aug. 31, 1955—Continued 


DOLLAR VALUES (000 OMITTED) 





led 
Per- 
Classification Filed ified | cent ? 


_————$—— — | — 









































Coke: 
Integrated !_ 211, 613 80. 93 
Integrated 618, 276 |. 58. 35 
Merchant. 164, 333 79. 82 
Beehive 3, 089 75.77 
Subtotal ‘e 997, 311 67. 28 
Other coke processes 17, 242 48. 26 
5 — ——  ______ ______—__ —__) —_ _______, — ______ I 

Metallurgical coal: 
eS eee er 235, 762 | 24, 441 56. 68 
I a nti 32, 978 283 43.14 
Subtotal. ... 215.52. 2... 268,740 | 24,724 55. 55 
Coal in Alaska...............- 1, 794 65. 00 
Nonmetallurgical coal _----..-- 51, 377 : 638 638 85. 00 
Anthracite. ..........-..-...-- Get GES is eis LT Be sh act sed 
Eee neat ncaa eheinch a ee, enon Eaanmiven Sineenbaaeuaee 
ee eee ee ee ee i ol dehunebtrdivconnsée 
LswEedrtowed sowdudae te tebé 9, 500 |-....-. es 
a oe Bee 1, 351, 165 | 44,829 | 88,244 | 272, 818 65.97 
INCREASE IN CAPACITY, IN TONS (000 OMITTED)! 
ae ae nl 
wn ion ‘ter Jet 
Classification Filed before | pending Denied | Certified certifi- | certified 
action cation 

Coke: 
I ell rina sch aen | enacts leeteinten the | omctaaemns 7, 346 769 6, 577 
DEE... < cubabeppcencos BE buco anwnnse SO4 1, 285 7, 924 1, 074 6, 850 
DI ds -ibibagsconeus QE Bho ~ cndebatlbiettsnabelbuge tedet 4, 232 1, 435 2, 797 
So aittinh bdcmmeoes ee 35 606 246 360 
eae ee 22, 282 |.......... 804| 1,320] 20,108 | 3,524} 16, 584 
Other coke processes - - — ee 74 Ee iccwynatews 55 
Metallurgical coal: | a 
eg 27, 014 2, 500 420 | 11,653 12, 441 1,000 11, 441 
nn ckocen scene gy eee Se SR 4, 361 1, 936 500 1, 436 
I tide ess 33, 311 2, 500 420 16, 014 14, 377 1, 500 12, 877 
Coal in Alaska.............--.. S00 hie soasatiesstscatathsnescosee 550 270 280 
Nonmetallurgical coal._......-.- ences tees 8 ASIII Bi conicieeninsig Neon evmucesasectt omnia 
SRN os c4--5225-0- 260 RPTL oe ne OP hor ns en pe 
Este tee tS en jit jb nab le Arnel Geta as 
RN = ra ore ene Sa. 52 Beer ee SAP k the Sr LAA}. ceauibecouws coafatcuscashe | eek amel 


eet iekea seas Bonkers e nae Be | 





1 Action by ODM (or DPA) based on reconimendations by Department of Commerce; all others based 
on recommendations by the Department of the Interior. 

? Percent of net certified cost eligible for accelerated tax amortization. 

+ The increases in capacity as reported by applicants are partially offset by losses in capacity at facilities 
abandoned because of age, obsolescence, or economic factors. 


Source: Office of Minerals Mobilization, Department of the Interior, Sept. 14, 1955. 
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DEFENSE MINERALS EXPLORATION ADMINISTRATION 


THE PROGRAM 


The Defense Minerals Exploration Administration conducts a program, under 
the Defense Production Act of 1950, as amended, for the encouragement of ex- 
ploration for indicated or undeveloped deposits of strategic and critical minerals 
in the United States, its Territories, and possessions. 


AUTHORITY FOR THE PROGRAM 


The exploration program of DMEA is carried out under authority derived 
from the Defense Production Act of 1950, as amended (50 U. S. C., 1952, ed., 
app., secs. 2061-2166, as amended by Public Law 295, 84th Cong., 69 Stat. 580), 
and is implemented by Executive Order 10480 (18 F. R. 4939) and the delegation 
from the Director of the Office of Defense Mobilization, section 3 of Defense 
Mobilization Order No. I-7 (formerly DMO-30), as amended (18 F. R. 5366, 
6737; 19 I’. R. 7348). This delegation vested the authority to conduct the pro- 
gram in the Secretary of the Interior, and he delegated the function to the Ad- 
ministrator of the Defense Minerals Exploration Administration by Interior 
Orders Nos. 2726 (18 F. R. 3804) ; 2755 (19 F. R. 2503) ; 2764 (19 F. R. 4005) ; and 
2781 (20 F. R. 316). The program is set forth in DMEA Order-I Amended, as 
amended (19 F. R. 1563; 20 F. R. 337, 1698). 


SUMMARY OF THE PROGRAM 


Under the program exploration projects are established by contracts with 
private parties, These contracts provide for specific work to be performed 
within described areas of land at costs estimated on an actual or unit basis. 
The Government, through DMBEA, agrees to contribute 50 or 75 percent of the 
approved cost of a project, depending upon the mineral sought. If 2 or more 
minerals falling in different percentage groups are involved, the Government’s 
contribution is established between the 2 percentages. 

Pursuant to DMEA Order-I Amended, 33 minerals are currently eligible for 
exploration assistance with Government participation as follows: 

50 percent: Bauxite, chromium, copper, fluorspar, graphite (strategic 
crucible flake), lead, molybdenum, zinc, and cadmium. 

75 percent: Antimony, asbestos (strategic crysotile), beryl, cobalt, colum- 
bium, corundum, diamonds (industrial), kyanite (strategic), manganese, 
mercury, mica (strategic), monazite and rare earths, nickel, platinum group 
metals, quartz crystals (piezo-electric) , rutile—Brookite, talc (block steatite) , 
tantalum, thorium, tin, tungsten, and uranium. 

Only the direct costs of the work performed are allowable for contribution 
by the Government, including labor, supervision, and consultants; workman’s 
compensation and employees’ liability insurance, and payroll taxes; operating 
equipment ; rehabilitation or repairs of existing buildings or fixtures, and equip- 
ment; necessary construction or installation of buildings, or fixtures; repairs 
and maintenance of equipment; analytical work and accounting. The cost of 
access roads needed for exploration purposes may be included as part of the 
allowable costs of a project. Such roads are usually short and their cost small; 
consequently, in order to expedite the projects, any necessary costs for road 
repairs or construction are usually included as part of the exploration costs. 

Projects are approved by the Government only after proposals have been 
thoroughly investigated and conclusions reached that they are based upon sound 
engineering and geological principles. Definite plans and specifications for the 
work to be accomplished must be developed before a contract can be executed. 
Ordinarily, projects are not approved for work that would require more than 
2 years to complete, and the time limit for most projects is fixed at a much 
shorter period. 

The operator pays no interest on the funds contributed by the Government 
to the cost of work performed under the contract. However, if the Government 
considers that a discovery or development from which production may be made 
has resulted from the exploration work, a certificate to that effect is issued to 
the operator. Upon issuance of a certification, all production from the land 
deseribed in the contract is subject to a royalty of not more than 5 percent of 
the gross proceeds or value of such production for a period of usually 10 years 
from the date of the contract or until the Government’s contribution is fully 
repaid. Under certain conditions, the repayment period may be set at a longer 
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term than 10 years. Regardless of whether or not a certification of discovery or 
development is issued, all ore produced during the project operations and for 
a period of 6 months after completion or termination of the contract is subject 
to the same royalty provisions. 


Policy and Coordinating Committee 


Within the Department of the Interior, DMEA operations are guided by a 
Policy and Coordinating Committee comprised of the Assistant Secretary, 
Mineral Resources, as Chairman, the Administrator of the Defense Minerals 
Exploration Administration, the Director of the Bureau of Mines, and the 
Director of the Geological Survey. 

DMBA does not employ its own technical field staff but utilizes the services of 
the technical staff of the Bureau of Mines and Geological Survey for all field 
examinations, reports, project inspections, and field administration of contracts. 
The continental United States and Alaska have been divided into five regions. 
Administration of the program in the field is carried on by field teams consist- 
ing of an engineer from the Bureau of Mines, a geologist from Geological Survey, 
and staffed with necessary personnel of both agencies. One member of each 
field team is designated as the executive officer for DMEA and the other as his 
alternate. Instructions and correspondence to the field teams clear through the 
operating committee in Washington, which consists of 3 members, each of the 
agencies having 1 representative. The DMEA representative serves as chairman 
of the committee. 


Funds allocated for the program 


Funds for financing the program are obtained by borrowing from the Treasury 
under the Defense Production Act of 1950, as amended. Authority to borrow 
the funds is secured from the Office of Defense Mobilization which issues a 
certification for the amount that it approves. Since the beginning of the program 
in April 1951, a total of $28 million of borrowing authority has been approved. 
As of August 31, 1955, $19,524,790 of this amount had been obligated for explora- 
tion projects, but only $13,401,984 has been disbursed. 


Cooperation with other agencies 


DMBEA maintains cooperative arrangements not only with the Office of Defense 
Mobilization but also with a number of other Government agencies that have re- 
sponsibilities and interests in the field of minerals and metals. Frequent use is 
made of the files of the former Reconstruction Finance Corporation by DMEA in 
passing upon an exploration application to determine whether or not the 
application involves a property on which the Reconstruction Finance Corpora- 
tion made a loan. The Atomic Energy Commission is consulted on applications 
relating to uranium or thorium, and its approval is obtained for contracts cover- 
ing exploration for such minerals. DMEA consults with General Services Ad- 
ministration regarding proposed contracts on properties which may be involved 
in procurement contracts with GSA. Close contact is also maintained with 
GSA with respect to producers shipping ores or concentrates to Government 
stockpiles from properties that are subject to exploration contracts. DMBEA 
also cooperates with the Securities and Exchange Commission, Small Business 
Administration, Department of the Treasury, and the Department of Justice 
by furnishing information relating to DMEA applications and contracts. The 
Audit Division of DMEA’ collaborates with the General Accounting Office in its 
auditing program. 


SUMMARY OF THE PROGRESS OF THE PROGRAM 
Applications 


DMEA received 492 applications for exploration assistance from September 
1, 1954, through August 31, 1955. The total number of applications received 
since the start of the program early in 1951, is 2,772. During the year ending 
August 31, 1955, 215 applications were denied and 72 were withdrawn, bringing 
the totals for denied and withdrawn applications since the beginning of the pro- 
gram to 1,261 and 493, respectively. 


Contracts 
From the beginning of the program to date, 809 contracts have been executed; 
145 of these since September 1, 1954. The 809 contracts included in a search 


for 27 different minerals in 32 States and Alaska. A total of 581 contracts have 
been canceled or terminated, leaving 228 in force as of August 31, 1955. Of these 
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581 contracts, 60 were canceled without any approved work having been per- 
formed, and no Government contribution was made. The remaining 521 ter- 
ininated contracts had total estimated costs of $15,837,162, with Government par- 
eaten set at $9,977,203, but the actual cost to the Government was only 
$6,832,573. 


Certifications of discovery or development 


DMEA has certified 210 projects as discoveries or developments since the 
beginning of the program, 69 of the certifications having been issued during 
the past 12 months. Of these 210 certified projects, 193 have been terminated 
or completed, and 17 are still in force. The aggregate estimated cost for the 210 
certified projects was $9,726,160, of which the Government’s estimated share was 
$6,118,948. As of August 31, 1955, however, the Government had expended only 
$4,616,038 on these 210 certified projects, which involved a search for 23 strategic 
and critical minerals and were located in 27 States and Alaska. (See attached 
map.) 


Repayments 


The Government continued to receive substantial royalties on production from 
successful projects. Much of this production was accounted for by ore removed 
during the course of the exploration work. To date royalties paid to the Govern- 
ment have amounted to $1,033,725, of which $653,649 were paid during the past 
12 months. Sixteen operators have repaid in full the sum advanced to them and 
198 others have made royalty payments. There are also 56 other projects with 
important ore showings from which royalties may be expected in the future. Of 
the 214 projects which have paid royalties, 144 have been certified. It is expected 
that most of the others will be certified when sufficient data are obtained defi- 
nitely to determine that the extent of ore found is signficant. 

Production on which royalties have been paid is estimated to have a gross 
value to the operator of $21 million. The potential ore reserve on the 210 
certified projects is estimated to have a gross recoverable value of approximately 
$216 million at current market prices. 


NEED FOR THE PROGRAM 


Emphasis of the DMEA program under present authority has been placed 
upon the search for metals and minerals needed to assure a sound mobiliza- 
tion base. During two world wars stress was placed primarily upon mine pro- 
duction with the consequent subordination of exploration. Accelerated activity 
in the search for new areas of mineralization is vital if we are to maintain 
a secure minerals position. 

The President’s Advisory Committee on Minerals Policy found that the 
Federal Government should encourage the optimum economic development 
of domestic mineral resources. In its final report, which was approved by 
the President, the Committee recommended that the program of financial 
assistance to private industry for exploration, such as that now administered 
by the DMEA, should be strengthened and continued. 

Although private enterprise is carrying on independently a considerable 
amount of exploratory work, the volume is not sufficient to maintain the ore 
reserve position deemed essential from the standpoint of national security. 
The risk and cost of finding new sources of ore have become so great that ven- 
ture capital needed to finance the search for new deposits of a number of 
minerals especially important to national defense seeks more promising fields 
of endeavor. Therefore, it is necessary for the Government to continue to stimu- 
late the search for strategic and critical minerals. 

Exploration is a long-range activity and should not be governed by current 
changes in market prices or in supply and demand. The search for new 
sources of minerals must be initiated well in advance of needed production. 
In many instances, establishment of facilities for mining and beneficiating ore 
must await the discovery and development of ore bodies—a process which 
may take years to complete. In others, exploration must be conducted to assure 
that existing mining and processing capacity will have raw material supplies 
for full capacity operation in event of need. 

Under the defense minerals exploration program, private industry is encour- 
aged to take the essential first steps in looking for domestic sources of strategic 
and critical minerals which have always been in short supply in times of 
emergency. Our domestic supplies of many minerals are insufficient to meet 
even normal peacetime requirements. 
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As insurance against future contingencies, an aggressive exploration program 
for minerals and metals in short supply should be pursued even though immediate 
production goals have been reached. Reserves of scarce minerals discovered 
through current exploration work represent in a very real sense a stockpile in 
the ground that may be drawn upon when needed. 

Industry participation in the program is widespread as is attested by the fact 
that applications have been received from 44 of the 48 States, plus Alaska. The 
vigor of current interest of the mining industry in the program is evident from 
the tremendous increase in the average monthly receipts of applications which 
has been recorded in the past year. This is largely attributable to two factors: 
First, the intense interest in uranium exploration, and second, the improved 
markets for certain other strategic minerals. Applications received for uranium 
exploration increased approximately 267 percent over the number received 
during the previous 12-month period, and substantial increases also were shown 
in the number of applications received on some of the other commodities. 


SMALL BUSINESS PARTICIPATION IN THE PROGRAM 


The program appeals especially to small business. This is shown by the great 
number of small mine operators, including individuals, partnerships, and corpo- 
rate enterprises, participating in the program. These operators have been 
especially active in exploration for highly strategic minerals not found in the 
United States in deposits of sufficient size to interest large companies. Maxi- 
mum encouragement has been given to small operators because of the urgent 
need for the more scarce strategic and critical minerals. About two-thirds of 
the DMEA contracts have been executed with them, mainly individuals and 
partnerships. Approximately one-half of the contracts call for total expenditures 
of $24,000 or less, and more than one-third provide for the operator to spend 
less than $3,000 of his own money, or furnish an equivalent amount in the value 
of his own labor, supervision, or use of equipment which he may own. 


ORGANIZATIONAL CHANGES DURING PAST YEAR 


Effective March 21, 1955, the DMEA amended its regulations with respect 
to the number and locations of its regional offices. The amendments had the 
effect of reducing the number of executive offices from 8 to 5 and changing the 
Pacific coast headquarters from San Francisco, Calif., to Reno, Nev. These 
organizational changes were made primarily to establish conformity with the 
newly reorganized Bureau of Mines field pattern. The DMBA regions and 
locations of field offices are listed as follows: 


Region I: 
Northwest district: Idaho, Montana, Oregon, and Washington; South 157 
Howard Street, Spokane 4, Wash. 
Alaska district: Alaska; Bureau of Mines, post-office box 560, Juneau, 


Alaska 

ae II: California and Nevada; Bureau of Mines, 1605 Evans Avenue, Reno, 

ev. 

Region III: Arizona, Colorado, Nebraska, New Mexico, North Dakota, South 
Dakota, Utah, and Wyoming; Bureau of Mines, 224 New Customhouse Build- 
ing, Denver 2, Colo. 

Region IV: Arkansas, Kansas, Louisiana, Mississippi, Missouri, Oklahoma, and 
Texas; post-office box 431, Joplin, Mo. 

Region V: Alabama, Connecticut, Delaware, Florida, Georgia, Illinois, Indiana, 
Iowa, Kentucky, Maine, Maryland, Massachusetts, Michigan, Minnesota, New 
Hampshire, New Jersey, New York, North Carolina, Ohio, Pennsylvania, Rhode 
Island, South Carolina, Tennessee, Vermont, Virginia, West Virginia, and 
Wisconsin ; room 13, Post Office Building, Knoxville, Tenn. 

The following tables and charts give a complete statistical summary of the 
program to date: 
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TaBLe VIII.—Ewecuted contracts and amendments ‘—stated month by month and cumulatively 
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ts here refer only to those which changed the estimated total cost of the projects and/or the Government’s share in them. 


1 Amendmen 
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TABLE 1X.—Applications received and their status—Commodity distribution (as 
of Aug. $1, 1955) 





Dispositions of applications 








Tol. (Neate Oe eee eee 
Commodity number in Total , 
received | process | gisnosi- |Executed| Denied —— 
tions 
SOE. Biccccctbdibicdcnastcadbeca 33 0 33 12 14 7 
ON... he di cc caccdabbonnchewhdiieduwes 56 1 55 19 24 12 
OS eee See eS ae 2 0 2 0 0 2 
SS Oe aes Fee eS” ee 93 5 22 50 16 
SED. 6 ccd dn cnwcctabticesnemekdiibasnéed 20 1 19 2 11 6 
SS eee ee eee eee 46 2 44 8 27 9 
Columbium-tantalum -_-...-......--.---- 14 1 13 3 9 1 
Copper. ..--.- ia atid atiedpn ce ipsii-ainitind 190 4 186 41 97 48 
Ceredetn | ss... an scdgnaw ll Seas oon. 4 0 4 1 3 0 
Diamonds. .-.--.-- oqnaquckes-—8-re 2 0 2 0 2 0 
DIOR shed nn nine sega dus pewsntnhan 33 0 33 13 12 8 
Ds cb dpcecnenedahaaey RIE sacs 3 0 3 1 2 0 
Se iiicinisnaipdins enw xs dablniemanenbMasninede 28 0 28 4 10 14 
hs enki o wninnces: dalbdwesasied tiibenia 4 0 4 0 3 1 
Et. s cnnnhelienonpeanhdip ened 392 13 379 170 144 65 
SD GRUNT. 2.0 dak.cncccespebiwnnnce 199 12 187 45 103 39 
0 2 eS ee 156 6 150 22 88 40 
EE cadkiipcceckectdinasonccubledrodans 72 10 62 27 25 10 
ahaa ame kRin caneeepidiobicne nis 463 25 438 196 203 39 
I iin eventntadscoccebdbc denna 6 0 6 0 3 3 
Sih Dxinccncctabecscusctt Menkiave 22 0 22 5 13 4 
I kB can cccahalnscecoechdiindenca 5 0 5 1 4 0 
St inestivEtivcascadetiicess~coubdhbrdnas 7 1 6 0 4 2 
SP CRE, Bonne ankdcbinccsseoukdbeostan 8 0 8 0 6 2 
PIO. 6 cautions ded bonncenek-diip<dens 6 0 6 1 4 1 
ad ntdtgllestikiediabaht<ica cwnsebidilanncdiies 6 0 6 3 1 2 
Re ine wisobeeiba aris visthess bal oatarbockin a ackieodbhe 16 0 16 1 13 2 
OR. . 4. £8. ca penccbhcacecenchuilbccoubé 12 3 9 4 4 1 
ME cciwiwdedieswdisulelmcawamandnndaaih 20 0 20 5 10 5 
0 Ee ee eee eS, eee 421 20 401 106 211 84 
I SID, «widen date gunkinannt Ae dinn sacl 427 105 322 | 97 156 69 
Wepeelioneges st... . 5.5.2... DAR ec 6 0 6 0 5 1 
Total & dk... -fcnc-----p-ganeeos 2,72 | 200 | 2, 568 | m0 1, 261 cant | a 493 











1 These sbateniens were filed in the early days of the program for minerals or metals not covered by 
DMEA Order-1 (at that time MO-#). 
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State 
Roh Bice n ages thnks cept kX 
SN wcdahaoncsceeechhocs os 
die tie iabiecnaneestheencees 


PR. de Vi ceutnapabalbocccon 
CNG ae, bk nnn cue 
SED. Bh D Re i ccccutigcosccwack dossnese 
Connecticut 


Renee oa od Jo. 2s ss onnene <n 


Mississippi 
Missouri 
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TABLE X.—Applications received and their status—State distribution (as of 


Aug. 31, 1955) 

















New Hampshire 


New Jersey 
New Mexico 


New York 





Oe Seoul 
South Carolina 
I I  euacineell 








Dispositions of applications 
Total r iene cmenen 
number | Name - 
received | dlnosi- .Executed| Denied | a ith- 
| tions | | ss 
i — - a 
20 0 20 6 6 | 8 
34 0 34 | 18 10 6 
190 17 173 34 | 94 | 45 
27 2 25 5 | 12 | x 
29 ll | 288 | 46 | 170 | 72 
332 | 36 | 296 | 105 | 127 64 
2 0 | 2 | 0 | 1 1 
0 5 | 1 | 3 | 1 
2 36 | 14 | 18 4 
12 | 202 j 75 | 86 41 
1 | 12 | 6 3 3 
0 2 1 l 0 
0 2 0} 0 2 
0 | 3 0 | 3 0 
0 2 0 1 1 
0 4 l 1 2 
0 2 0 2 0 
0 l 0 1 0 
0 M4 2 3 4 
1 6 0 5 1 
0 2 0 i 1 
2 18 8 4 6 
4 184 63 92 29 
1 0 0 0 0 
ll 195 50 110 35 
12 0 12 5 7 0 
3 0 3 2 1 0 
95 14 81 15 53 13 
7 0 7 1 3 3 
431 24 407 178 195 34 
4 1 3 2 0 1 
37 2 35 7 19 9 
4 1 3 0 2 1 
5 0 5 1 3 1 
59 2 57 22 26 4 
12 1 11 2 9 0 
13 4 4 5 3 1 
261 52 209 70 92 47 
7 0 7 4 1 2 
13 0 13 5 6 2 
115 5 110 35 59 16 
1 0 1 0 0 1 
28 0 28 15 5 8 
42 3 39 5 23 ll 
2,772 209 2, 563 809 1, 261 493 


TaBLe XI.—Applications received and their status—Regional distribution (as of 
Aug. 31, 1955) 





Region 








Dispositions of applications 
Total | Number 
number 
; Total 
received | process ‘ ‘ Exe- ' With- 
== cuted Denied drawn 
34 0 34 18 10 6 
554 23 531 180 256 95 
505 22 483 96 280 107 
980 125 855 251 415 189 
70 9 61 20 21 20 
629 30 599 244 279 76 
2,772 209 2, 563 809 1, 261 493 
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SECURITIES AND ExCHANGE COMMISSION 
OFFICE OF THE CHAIRMAN, 


Washington, D.C. 
Hon. Estes KEFAUVER, 


Chairman, Subcommittee on Antitrust and Monopoly, 
Committee on the Judiciary, United States Senate, 
Washington, D. C. 


DeaR SENATOR KEFAUVER: This will acknowledge receipt of your letter of 
June 21, 1957, wherein you requested that a statement be prepared by this agency 
to describe in summary form the various services rendered by Ebasco Services, 
Inc., to certain enumerated public-utility companies, and that the statement be 
presented to the subcommittee by an appropriate official of this Commission. 

Enclosed please find copy of a statement in respect of each of the companies 
listed in your letter, showing certain information pertaining to the services 
rendered by Ebasco to each company as revealed by the public record of the 
proceeding before this Commission in the matter of Hlectric Bond & Share 
Co., application for exemption pursuant to section 3 (a) (5) of the Public 
Utility Holding Company Act of 1935. The information in this record relates to 
the servicing activities of Ebasco up to about the middle of the year 1955, at 
which time the hearings in the proceedings were adjourned. The most recent 
data in the record concerning billings for services are for the calendar year 
1954. 

The statements respecting each public-utility company which was formerly 
associated with the Electric Bond & Share Co. system set forth summary bill- 
ings for the year 1954 by Ebasco for (a) engineering design and/or construc- 
tion services, and (0) for consulting and other technical services. These state- 
ments also list most of the types of services included in the latter category. 

Information relating to services rendered by Ebasco to those companies on 
your list which were not formerly identified with the Hlectric Bond & Share 
system is less complete than that pertaining to the former associate companies 
since the issues involved in the pending proceeding put substantially more em- 
phasis upon the latter. Even the information concerning services rendered to 
former associate public utilities is probably incomplete for the reason that the 
record in the proceeding as it now stands consists only of the applicant’s af- 
firmative case plus cross examination of applicant’s witnesses by the Commis- 
sion’s staff and certain intervenors. The Commission’s staff has not yet put in 
its direct case, pending the completion of current negotiations exploring the 
possibility of what would amount to a “consent decree.” 

Mr. Ray Garrett, Jr., Director, Mr. Joseph C. Woodle, Associate Director, and 
Amerst E. Huson, Chief of the Office of Special Studies and Administration of 
the Division of Corporate Regulation will appear before your subcommittee on 
Thursday, June 27, at 10 a. m. to present this matter. They will be accom- 
panied by Mr. Thomas G. Meeker, the Commission’s General Counsel. 

Very truly yours, 
ANDREW DOWNEY ORRICK, Acting Chairman. 


STATEMENT OF THE DIVISION OF CORPORATE REGULATION OF THE SECURITIES AND 
EXCHANGE COMMISSION REGARDING SERVICES RENDERED BY HBASCO SERVICES, 
INC., TO THE FOLLOWING COMPANIES AS REVEALED BY THE RECORD OF THE PRO- 
CEEDINGS IN THE MATTER OF ELECTRIC Bonn & SHARE Co. APPLICATION FOR 
EXEMPTION FROM THE PROVISIONS OF THE PuBLIC Utitiry Ho_pIne ComMPaANY 
Act oF 1935 PuRSUANT TO SECTION 3 (a) (5) THEREOF 


(SECURITIES AND 
OXCHANGE COMMISSION FILE No. 31-627) 


Pennsylvania Power & Light Co. Minnesota Power & Light Co. 
Carolina Power & Light Co. Mississippi Power & Light Co. 
Texas Electric Service Co. Montana Power Co. 

Kansas Gas & Electric Co. Kansas City Power & Light Co. 
Texas Power & Light Co. Portland General Electric Co. 
Florida Power & Light Co. Florida Power Corp. 

Dallas Power & Light Co. Western Massachusetts Electric Co. 
Louisiana Power & Light Co. The Empire District Electric Co. 
Pacific Power & Light Co. Gulf States Utilities Co. 


Idaho Power Co. 
94133—57—pt. 2 3! 


~ 
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PENNSYLVANIA POWER & LIGHT CO. (FORMER SUBSIDIARY OF NATIONAL POWER & 
LIGHT CO.) 


Billings for services, 1954 (Hbasco exhibit No. 8A) 

Engineering design and/or construction services, $231,618. 

Consulting and other technical services, $83,217. 

Among the consulting services rendered by Ebasco as of July 31, 1955, were 
the following (Ebasco exhibits Nos. 6, 91) : 


Mortgage indenture, debenture and Industrial relations 


bank loan requirements Factory inspection and expediting 
Federal and State taxes Employees’ retirement plan 
Insurance coverages Sales and marketing 


Nonengineering research 
CAROLINA POWER & LIGHT CO. (FORMER SUBSIDIARY OF NATIONAL POWER & LIGHT CO.) 


Billings for services, 1954 (Ebasco exhibit No. 8A) 

Engineering design and/or construction services, $1,039,662. 

Consulting and other technical services, $146,018. 

Among the consulting services rendered by Ebasco as of July 31, 1955, were 
the following (Ebasco exhibit Nos. 6, 91) : 


Rate consulting Purchasing and traflic 
Identure requirements Mechanical plant betterment 
Insurance coverages General consultants 
Reports and other information for in- Nonengineering research 

vestors and others Factory inspection and expediting 
Federal and State taxes Retirement plan for employees 
Washington office Financial consulting research 
Sales and marketing Engineering research 
Industrial relations Accounting consultation 
Engineering consultation Safety 


TEXAS ELECTRIC SERVICE CO. (FORMERLY SUBSIDIARY OF AMERICAN POWER & LIGHT CO.) 


Billings for services, 1954 (Ebasco exhibit No. 8A) 

Engineering dsign and/or construction services, $959,438. 

Consulting and other technical services, $128,317. 

Among the consulting services rendered by Ebasco as of July 31, 1955, were 
the following (Ebasco exhibit Nos. 6, 91): 


Engineering research Nonengineering research 

Insurance coverages Washington office 

Engineering consultation Purchasing and traffic 

Sales and marketing Safety 

Rate consultation Accounting consultation 

Indenture requirements Reports and information for investors 
Retirement plan for employees Federal taxes 

Industrial realtions Reports to Government agencies 


KANSAS GAS & ELECTRIC CO. (FORMER SUBSIDIARY OF AMERICAN POWER & LIGHT CO.) 


Billings for services, 1954 (Ebasco exhibit No. 8A) 


Engineering design and/or construction services, $713,600. 

Consulting and other technical services $32,920. 

Among the consulting services rendered by Ebasco as of July 31, 1955, were the 
following (Ebasco exhibit Nos. 6, 91) : 


Indenture requirements Purchasing and traffic 

Insurance coverages Nonengineering research 
Accounting consultation Engineering research 

Federal and State taxes Engineering consultation 
Washington office Factory inspection and expediting 


Sales and marketing 
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TEXAS POWER & LIGHT CO, (FORMER SUBSIDIARY OF AMERICAN POWER & LIGHT CO.) 


Billings for services, 1954 (Ebasco exhibit No. 8A) 

Engineering design and/or construction services, $1,322,236. 

Consulting and other technical services, $86,619. ey 

Among the consulting services rendered by Ebasco as of July 31, 1955, were the 
following (Ebasco exhibit Nos. 6, 91) : 


Safety Engineering research 
Safekeeping and investment Federal taxes 
Washington office Indenture requirements 
Nonengineering research Sales and marketing 
Retirement plan Purchasing and traffic 
Rate consultation Insurance coverages 
Services of engineering consultation Accounting consultation 


FLORIDA POWER & LIGHT CO. (FORMER SUBSIDIARY OF AMERICAN POWER & LIGHT CO.) 


Billings for services, 1954 (Ebasco exhibit No. 8A) 
Engineering design and/or construction services, $988,088. 
Consulting and other technical services, $101,812. 


Among the consulting services rendered by Ebasco as of July 31, 1955, were 
the following (Ebasco exhibit Nos. 6, 91) : 


Indenture requirements Washington office 

Federal taxes Mechanical plant betterment 
Insurance coverages Engineering consultation 
Rate consultation Engineering research 
Nonengineering research Purchasing and traffic 


DALLAS POWER & LIGHT CO. (FORMER SUBSIDIARY OF ELECTRIC POWER & LIGHT CORP.) 


Billings for services, 1954 (Ebasco exhibit No. 8A) 

Engineering design and/or construction services, $1,120,549. 

Consulting and other technical services, $89,617. 

Among the consulting services rendered by Ebasco as of July 31, 1955, were 
the following (Ebasco exhibit Nos. 6, 91): 


Accounting consultation Engineering consultation 
Federal taxes Nonengineering research 
Rate consultation Insurance coverages 
Engineering research Indenture requirements 
Washington office Safety 

Sales and marketing Purchasing and traffic 


Factory inspection and expediting 


LOUISIANA POWER & LIGHT CO. (FORMER SUBSIDIARY OF ELECTRIC POWER & LIGHT 
CORP.) 


Billings for services, 1954 (Hbasco exhibit No. 8A) 

Engineering design and/or construction services, $581,252. 

Consulting and other technical services, $83,217. 

Among the consulting services rendered by Ebasco as of July 31, 1955, were 
the following (Ebasco exhibit Nos. 6, 91) : 


Rate consultation Washington office 
Indenture requirements Sales and marketing 
Fiduciary fees Industrial relations 
Insurance coverages Engineering consultation 
Safety Purchasing and traffic 
Accounting consultation General consultants 
Reports and information for investors Engineering research 
and others Nonengineering research 
Federal and State taxes Factory inspection and expediting 


Reports to Government agencies Cathodie protection 
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PACIFIC POWER & LIGHT CO. (FORMER SUBSIDIARY OF AMERICAN POWER & LIGHT CO.) 


Billings for services, 1954 (Ebasco exhibit No. 8A) 

Engineering design and/or construction services ($40,659) (net credit adjust- 
ment for year). 

Consulting and other technical services, $214,962. 

Among the consulting services rendered by Ebasco as of July 31, 1955, were the 
following (Ebasco exhibits Nos. 6, 91) : 


Rate consultation Washington office 
Indenture requirements Sales and marketing 
Insurance coverages Kngineering consultation 
Safety Purchasing and traffic 
Accounting consultation General consultants 
Reports and information for investors [Engineering research 
and others Nonengineering research 
Federal taxes Factory inspection and expediting 


IDAHO POWER CO. (FORMER SUBSIDIARY OF ELECTRIC POWER & LIGHT CORP.) 


Billings for services, 1954 (Ebasco exhibit No. 8A) 
HPngineering design and/or construction services, $77,983. 
Consulting and other technical services, $29,933. 
The following services were rendered by Ebasco during the years 1954 and 1955 
(Ebasco exhibit No. 97) : 
1954 : 
Revision of license application drawings, Oxbow HED 
Hells Canyon HED data for hearings 
Preliminary engineering, estimates and data, Oxbow HED 
Consultation on rate for large industrial company 
Services of Washington office, tax amortization application 
Study of additional generating resources, Northwest United States 
Study of powerloads and resources in Pacific Northwest 
Study of joint system loss 
1955 : 
Services of Washington office, tax amortization applications 
Study of additional generating resources, Northwest United States 
Study of powerloads and resources in Pacific Northwest 
Preliminary engineering for the Brownlee HED 
Preliminary engineering for the Oxbow HED 
Preliminary engineering for the Hells Canyon HED 


MINNESOTA POWER & LIGHT CO. (FORMER SUBSIDIARY OF AMERICAN POWER & LIGHT 
co.) 


Billings for services, 1954 (Ebasco exhibit No. 8A) 

Engineering design and/or construction services, $14,822. 

Consulting and other technical services, $68,231. 

Among the consulting services rendered by Ebasco as of July 31, 1955, were the 
following (Ebasco exhibits Nos. 6, 91): 


Rate consultation Sales and marketing 
Indenture requirements Industrial relations 
Insurance consultation Engineering consultation 
Reports and information for investors Purchasing and traffic 
and others General consultants 
Reports to Government agencies Nonengineering research 
Federal and State taxes Engineering research 
Washington office Factory inspection and expediting 


MISSISSIPPI POWER & LIGHT ©O. (FORMER SUBSIDIARY OF ELECTRIC POWER & LIGHT 
CORP.) 


Billings for services, 1954 (Ebasco exhibit No. 8A) 

Engineering design and/or construction services, $114,325. 

Consuiting and other technical services, $111,720. 

Among the consulting services rendered by Ebasco as of July 31, 1955, were 
the following (Ebasco exhibits Nos. 6, 91) : 
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Rate consultation Washington office 
Indenture requirements Sales and marketing 
Fiduciary fees Industrial relations 
Insurance coverages Engineering consultation 
Safety Purchasing and traffic 
Accounting consultation General consultants 
Reports and information for investors Nonengineering research 
and others Engineering research 
Reports to Government agencies Factory inspection and expediting 


Federal and State taxes 


MONTANA POWER CO. (FORMER SUBSIDIARY OF AMERICAN POWER & LIGHT CO.) 


Billings for services, 1954 (Ebasco exhibit No. 8A) 

Engineering design and/or construction services, $14,561. 

Consulting and other technical services,v $82,713. 

Among the consulting services rendered by Ebasco as of July 31, 1955, were 
the following (Ebasco exhibits Nos. 6, 91) : 


Indenture requirements Nonengineering research 

Insurance coverages Retirement plan for employees 

Safety Northwest power pool, coordinated 
Washington office operation 


General consultants 


KANSAS CITY POWER & LIGHT OO. (NOT FORMERLY ASSOCIATED WITH ELECTRIC 
BOND & SHARE SYSTEM) 


Billings 


There is no information in the public record concerning billings by Ebasco to 
this company. 
Services 

The public record contains only incomplete reference to the services rendered 
by Ebasco to this company. 

The record shows that in the years 1951 and 1953 Ebasco completed construc- 
tion of steam electric generating units for this company (Ebasco exhibit No. 
173). 

PORTLAND GENERAL ELECTRIC CO. (NOT FORMERLY CONNECTED WITH 
ELECTRIC BOND & SHARE SYSTEM) 
Billings 

There is no information in the public record concerning billings by Ebasco to 
this company. 
Services 

The public record contains only incomplete reference to the services rendered 
by Ebasco to this company. 

The record shows that no steam electric generating installations were com- 
pleted for this company by Ebasco during the year 1946 to 1954. (Ebasco exhibit 
173. ) 

The record shows that this company subscribes to certain services of Ebasco’s 
Washington office on a continuing order basis (Ebasco exhibit 7). 


FLORIDA POWER CORP. (NOT FORMERLY ASSOCIATED WITH ELECTRIC BOND 
& SHARE SYSTEM) 
Billings 

There is no information in the public record concerning billings by Ebasco to 
this company. 
Services 

The public record contains only incomplete reference to the services rendered 
by Ebasco to this company. 

The record shows that no steam electric generating installations were com- 
pleted for this company by Ebasco during the years 1946 to 1954 (Ebasco exhibit 
178). 

The record shows that this company subscribes to certain services of Ebasco’s 
Washington office on a continuing order basis (Ebasco exhibit 7). 
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WESTERN MASSACHUSETTS ELECTRIC CO. (NOT FORMERLY CONNECTED WITH 
ELECTRIC BOND & SHARE SYSTEM) 
Billings 
There is no information in the public record concerning billings by Ebasco to 
this company. 
Services 


The public record contains only incomplete reference to the services rendered 
by Ebasco to this company. 

The record shows that no steam electric generating installations were com- 
pleted for this company by Ebasco during the years 1946 to 1954 (Ebasco exhibit 
173). 

The record shows that this company subscribes to certain sales and marketing 
services on a continuing order basis (Ebasco exhibit 7). 


THE EMPIRE DISTRICT ELECTRIC CO. (NOT FORMERLY ASSOCIATED WITH ELECTRIC BOND 
& SHARE SYSTEM) 
Billings 

There is no information in the public record concerning billings by Ebasco to 
this company. 
Services 

The public record contains only incomplete reference to the services rendered 
by Ebasco to this company. 

The record shows that no steam electric generating installations were com- 
pleted for this company by Ebasco during the years 1946 to 1954 (Ebasco exhibit 
173). 

‘The record shows that this company subscribes to certain services of Ebasco’s 
Washington office on a continuing order basis (Ebasco exhibit 7). 


GULF STATES UTILITIES CO. (NOT FORMERLY ASSOCIATED WITH ELECTRIC BOND & SHARE 
SYSTEM) 
Billings 
There is no information in the public record concerning billings by Ebasco to 
this company. 


Services 

The public record contains only incomplete reference to the services rendered 
by Ebasco to this company. 

The record shows that no steam electric generating installations were com- 


pleted for this company by Ebasco during the years 1946 to 1954 (Ebasco exhibit 
173). 


FInAL COMPREHENSIVE PLAN OF ELEcTRIC Bonp & SHARE Co. UNDER SECTION 11 
(E) OF THE Pusiic UtTimiry HoLtping Company AcT oF 1935, AS FINALLY 
AMENDED Jury 7, 1953* 

A. PRELIMINARY STATEMENT 


On September 6, 1949, Electric Bond & Share Co. (Bond & Share or the Com- 
pany), a New York corporation and a registered holding company under the 
Public Utility Holding Company Act of 1935 (the act), filed with the Securities 
and Exchange Commission (the Commission) its amended plan III providing 
for the disposition by the company of substantial holdings of securities in domes- 
tic utility companies and in connection therewith filed an application requesting 
that the Commission grant the company an exemption under section 3 of the act 
from certain provisions of the act, such exemption to become effective upon com- 
pletion of such proposed dispositions, at which time it was contemplated that 
the company would retain only its interest in American & Foreign Power Co., 
Ine. (Foreign Power), United Gas Corp. (United Gas) and Ebasco Services, 
Inc. (Ebasco) in connection with and as integral parts of its future program of 
employing a pool of capital for investment and reinvestment in situations which, 
in the judgment of the directors, present promising opportunities and where the 





1The Commission by order dated February 20, 1953, approved the plan as amended to 
February 11, 1953. Final amendments to the plan were made as of July 7, 1953, as a result 
of an opinion dated June 19, 1953, of the U. S. District Court for the Southern District 
of New York. This document includes the amendments made as of July 7, 1953, and the 
term “plan” as used herein means the plan as finally amended as of that date. 








RAPID AMORTIZATION IN REGULATED INDUSTRIES 1133 


combination of financial resources with the experience, technical skills and other 
expert knowledge available in the Bond & Share and Ebasco organizations can 
be utilized constructively. 

On February 6, 1952, the Commission issued its order denying Bond & Share’s 
application filed with its amended plan III insofar as such application re- 
quested that Bond & Share be permitted to retain its then holdings of the com- 
mon stock of United Gas and directing that Bond & Share dispose of the United 
Gas stock. The findings and opinion of the Commission issued with such order, 
however, provided that nothing contained therein “should be construed as ap- 
proving or disapproving Bond & Share’s program to become an investment com- 
pany or as precluding the adoption, in connection with such program if ap- 
proved, of an appropriate method of expeditiously disposing of the United securi- 
ties consistent with such investment company program and as and to the extent 
required under the standards of the act.” 

In accordance with the aforesaid opinion of the Commission, and in the light 
of substantial changes which had occurred since amended plan III was filed 
in September 1949, Bond & Share filed with the Commission its final compre- 
hensive plan, dated April 25, 1952, for compliance with the act. Such plan 
was thereafter amended and hearings were held on the amended plan by the 
Commission. On November 20, 1952, the Commission issued its tentative find- 
ings and opinion relating to such plan and on January 27, 1953, the Commission 
issued its definitive findings and opinion with respect to the plan, which found 
that if the plan were further amended in certain respects therein provided, the 
Commission would issue an order approving the plan. The plan as presently 
amended February 11, 1953 (the plan), is submitted in conformity with the sug- 
gestions made by the Commission in its said findings and opinion, dated Janu- 
ary 27, 1953.? 

Bond & Share’s investments (other than temporary cash investments) pres- 
ently consist solely of common or capital stock of the following companies: 


Shares held 





Number Percent of 
total 
Apnesienes Power & Tash Ceicsk iid eed idhndass ccitetbcundbunscucanscewen 183, 050 7.8 
ee ea os ee 2, 640, 745 22.5 
Re, Oi NTs EE Si SIs sn daendntnhghicbumabeoenmnm nai 3, 941, 985 54.6 
I RI Nn eatin 16, 900 100.0 





Bond & Share’s capitalization consists solely of 5,250,357.66 shares of common 
stock. 

The present plan is designed to provide a practicable method for meeting the 
Commission’s opinion and order of February 6, 1952. The scheduled dispositions 
of United Gas contained in the plan— 

(1) will make available to Bond & Share’s own stockholders more than 
90 percent of the shares to be disposed of, and 
(2) will permit orderly reinvestment of the company’s capital while mini- 
mizing the impact upon Bond & Share’s earnings of the shift of capital from 
United Gas to other holdings. 
The plan preserves the fundamentals of the program for future operation of 
Bond & Share which was first outlined to the stockholders in the company’s an- 
nual report for 1944 and has been periodically reported to the stockholders since 
that time. 


B. SUMMARY OF BOND & SHARE’S PROGRAM 


The steps to be taken by Bond & Share as outlined hereafter in section C 
are designed to permit Bond & Share to carry out a program, pursuant to appro- 
priate orders of the Commission, the essentials of which program are— 

(a) Employment of a pool of capital for investment and reinvestment in 
situations which, in the judgment of the directors, present promising op- 
portunities and where the combination of financial resources with the ex- 





2 For convenience there have been included in the present document not only the modifica- 
tions of amended plan III and of the final comprehensive plan, dated April 25, 1952, as 
thereafter amended, but also certain provisions of such plans which Bond & Share does 


not intend to modify. Consequently, the present document, from and after the date thereof, 
supplants the other said plans. 
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perience, technical skills, and other expert knowledge available in the Bond 
& Share and Ebasco organizations can be utilized constructively. None of 
these investments will be such as to constitute Bond & Share an “affiliate” 
of any domestic “holding company” or domestic “public utility company” as 
those terms are defined by the act; 

(>) Bond & Share will continue to own all of the outstanding capital 
stock of Ebasco which will continue to render technical and other services 
to utility, industrial, and other clients in the United States and abroad; 

(c) Bond & Share will continue to own securities of Foreign Power, a 
holding company, the public utility subsidiaries of which operate wholly in 
foreign countries ; 

(d@) Bond & Share, following completion of the dispositions provided for in 
section C hereof, will own less than 5 percent of the outstanding shares of 
common stock of United Gas. At that time Bond & Share intends to seek 
a definitive exemption from all provisions of the act (except for sec. 9 (a) 
(2) thereof) and the determination of its right to hold less than 5 percent of 
the outstanding shares of the common stock of United Gas. 


C. STEPS TO BE TAKEN BY BOND & SHARE 


Bond & Share will take the following steps: 

(1) With respect to its holdings in United Gas.—Bond & Share will dispose of 
an amount of the common stock of United Gas which will reduce Bond & Share’s 
holdings of such common stock to less than 5 percent of the total outstanding. 
Based on the number of shares of United Gas common stock presently outstand- 
ing, Bond & Share intends to seek to retain 567,031 shares. It is proposed that 
Bond & Share will dispose of not less than the following number of shares of 
United Gas (insofar as disposition of such shares has not already been made) by 
the end of the calendar years and in the manner provided in the following 
schedule. 


{Amounts in shares] 





| Method of disposition 


Year of disposition | 
Capital Rights to | Dividend | 
distribu- | stock- | distribu- | Other 
tion | holders | tion i 
| 


| ee — 
| 


1 992, 500 | 210,000 |........-...| 1, 102, 500 

210,000 ; 3 236, 250 | 971, 250 

Total under plan | 92,500} 525,000 |  420,000| 236,250! 2,073, 750 

8062 dispositions... ... .....-.-.-....---.-. | ied il dil 2 §25, 000 | -| 625, 000 


| wa a a ee 7 . a j 
Total scheduled dispositions..._._..- 892, 500 | 1,050,000 | 420, 000 


236,250 | 2, 508, 750 


1 It was originally proposed that the contemplated capital distribution would be made during the vear 
1952. Such distribution could not be made in 1952 under the plan, since the plan was not approved in that 
year and therefore could not be made effective. It is now proposed that this capital distribution will be 
made as soon as practicable after approval of the plan as more fully set forth in subparagraph (a) of sec. C (1). 

2 The rights offering here eae to was corhpleted by Bond & Share in November-December 1952 as a 
transaction separate from the plan. 

3 Bond & Share will dispose of this remainder of 236,250 shares of stock in such manner and on such terms 
as it deems appropriate. Since the figures in the table are approximate, this will be a balancing figure in 
such an amount that Bond & Share upon completion of the scheduled dispositions would still own 567,031 
shares of its present holdings. 


(i) Such offering shall be made on a date to be determined by Bond & 
Share which shall permit the offering to be completed prior to 2 years after 
the effective date of the plan. On such offering date Bond & Share will mail 
to its stockholders a notice offering them the right to purchase 1 share of 
the common stock of United Gas for each 10 shares of the common stock of 
Bond & Share held, at a price to be determined by Bond & Share which shall 
be between 10 and 15 percent below the closing market price of the United 
Gas common stock on the New York Stock Exchange on the nearest prac- 
ticable date preceding the date on which the notice of offering is so mailed 
to stockholders. Anything hereinabove to the contrary notwithstanding, 
Bond & Share, with the permission of the Commission, may defer mailing 
to its stockholders the foregoing notice of the offering in the event that at 
the time the said notice would otherwise have been mailed there shall have 
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been a substantial change (since the date that the plan was filed with the 
Commission) in general economic or political conditions or the level of the 
security markets, in accordance with the provisions of the second paragraph 
of subparagraph (b) of this section C (1); 

(ii) The offer of said right to purchase shall be made to Bond & Share’s 
stockholders of record at the close of business on a date to be fixed by Bond 
& Share which, in its opinion, shall be the nearest feasible date prior to the 
mailing to the stockholders of the company of the notice of said offer ; 

(iii) The said offer will be effective for a period of at least 14 days com- 
mencing on the day following the date on which the said notice is mailed to 
Bond & Share’s stockholders and such period will terminate at the close of 
business on the last day of the period ; 

(iv) The right to purchase the common stock of United Gas will be evi- 
denced by the issuance to Bond & Share’s stockholders of transferable pur- 
chase warrants. Each warrant will be expressed in terms of “rights,” one 
right being issued for each share of Bond & Share stock held on the record 
date, and 10 rights being required to purchase 1 share of United Gas com- 
mon stock. Subscriptions will be accepted only for full shares of United 
Gas common stock, but facilities will be provided whereby holders may 
purchase additional rights required to enable them to subscribe to one or 
more full shares or to sell excess rights not required for their subscriptions. 
All warrants will expire at the close of business on the last day of the offering 
period; 

(v) Bond & Share will appoint a subscription agent to facilitate the issu- 
ance and exercise of warrants and to facilitate the purchase and/or sale 
of rights. The company will endeavor to make arrangements for dealings 
in the said rights on the American Stock Exchange ; 

Anything to the contrary in this section © of the plan notwithstanding, Bond & 
Share may make its aforesaid rights offering of 525,000 shares and may dispose 
of the aforesaid remainder of 236,250 shares at any time in its discretion prior 
to 2 years after the effective date of the plan. 

(a) Bond & Share will make a capital distribution of 892,500 shares of the 
common stock of United Gas at the rate of 17 shares of United Gas stock for 
each 100 shares of Bond & Share stock held. 

Such distribution shall be made on a date, which shall be as early as prac- 
ticrble, but which shall be not later than 90 days, after the effective date of the 
plan, unless such time shall be extended by the Commission. On such distribu- 
tion date Bond & Share will mail certificates representing the appropriate number 
of shares of the United Gas stock to the holders of record of Bond & Share stock 
at the close of business on a date to be fixed by Bond & Share which, in its opinion, 
shall be the nearest feasible date prior to the day on which the distribution is 
made. The certificates of United Gas stock so mailed will be registered in the 
respective names of the said record holders of Bond & Share’s stock. 

To effect the proposed capital distribution, Bond & Share will appoint a distri- 
bution agent. No fractional shares of United Gas common stock will be distrib- 
uted to Bond & Share’s stockholders, but in lieu thereof Bond & Share’s distri- 
bution agent wil be instructed to sell for the account of the stockholders of Bond 
& Share that number of shares of United Gas common stock which would other- 
wise be delivered as fractional shares and to pay to such stockholders entitled 
thereto the gross proceeds derived from such sale. 

(b) Bond & Share will offer to its stockholders, in accordance with the fore- 
going provisions of this section C (1), rights to purchase 525,000 shares of United 
Gas common stock on a pro rata basis at a price to be determined by Bond & 
Share which shall be between 10 and 15 percent below the market price of the 
United Gas common stock at the time such offering is made. 

The proposed rights offering is based on general economie and political con- 
ditions and the level of the security markets prevailing as of the date the plan 
is filed with the Commission and Bond & Share, with the permission of the Com- 
mission, may defer the making of such offering if there is any substantial change 
in any of the aforesaid conditions, but any such deferment of the offering date 
will not affect any other steps to be taken pursuant to the plan or the total amount 
of shares of United Gas common stock to be disposed of by Bond & Share. 

(c) The steps in carrying out the disposition of the United Gas stock by the 
proposed rights offering to stockholders of Bond & Share will be as follows: 

(vi) In the event that United Gas should declare a dividend to be pay- 
able to its common-stockholders of record as of any date which falls 
within the foregoing offering period, the right of any such record holder 
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(including Bond & Share) to receive any such dividend shall in no way 
be affected by the said offering of the common stock of United Gas to be 
made by Bond & Share pursuant to this plan, except that any person who 
properly exercises a warrant or warrants entitling him to purchase shares 
of United Gas common stock will be deemed to be a holder of record 
of such shares for the purpose of receiving (either directly from United 
Gas or indirectly from Bond & Share) any dividend declared with respect 
to such shares, on the date on which Bond & Share’s subscription agent 
receives (1) his warrant or warrants in proper form for exercise, and (2) 
New York funds sufficient to pay the requisite purchase price specified in 
his said warrant or warrants: 

(vii) Warrants will not be forwarded to those stockholders whose ad- 
dresses on the books of Bond & Share are APO (Army Post Office) or 
FPO (Fleet Post Office) addresses, or whose addresses are outside the 
United States, Canada, and Mexico. A notice will be mailed to such stock- 
holders by Bond & Share’s subscription agent (together with the fore- 
going notice respecting the right to purchase the United Gas common 
stock) advising such stockholders that their warrants are being held by 
Bond & Share’s subscription agent awaiting instructions from such stock- 
holders to be received by the subscription agent prior to the termination 
of the offering period : 

(A) to sell the warrants and hold the net proceeds of such sale 
for the account of said stockholders, or 

(B) to exercise the warrants upon receipt by the subscription agent 
prior to the termination of the offering period of New York funds 
sufficient to pay the requisite purchase price and to hold the purchased 
shares of common stock of United Gas subject to delivery instructions. 

(viii) Provided that not less than 85 percent of the United Gas com- 
mon stock offered has been subscribed for at the conclusion of the offering pe- 
riod, holders of Bond & Share stock who have not exercised or sold their war- 
rants will be paid cash amounts representing the value of their warrants 
(based on the final average price received by the subscription agent in con- 
nection with the sale of rights on the closing day of the offering period) less 
allowances for such expenses as would be incurred in the sale of the 
shares represented by such warrants as commissions, taxes, and costs of 
remitting proceeds, or, in the alternative, Bond & Share may instruct the 
subscription agent to sell as of the last day of the said offering period 
rights equivalent to the warrants for such unsubscribed shares of United 
Gas common stock and remit the net proceeds from such sales, after de- 
ducting expenses of the nature enumerated above, to the holders who 
did not exercise or sell their warrants. 

(d@) In the calendar years 1953 and 1954, Bond & Share proposes to distribute 
as dividends to its stockholders that number of shares of United Gas common 
stock the market value of which at the time or times of the declaration of the 
dividends will aggregate approximately 90 percent of Bond & Share’s estimated 
net income for the calendar year in which such dividends are declared. Ii is 
estimated that by the payment of dividends as provided in this subparagraph 
(d@) Bond & Share will dispose of approximately 210,000 shares of United Gas 
stock in each of the calendar years 1953 and 1954, a total of 420,000 shares. 

(e) The foregoing steps set forth in this section C (1) may, of course, have to 
be charged in certain relatively minor respects. 

For instance, if the market price of the United Gas common stock changes 
from the price which has been used in estimating that the proposed dividend 
distributions in such stock would result in the disposition of approximately 
210,000 shares of that stock by Bond & Share in each of the years 1953 and 
1954, corresponding changes in the number of shares of United Gas stock to 
be distributed as dividends would be required and corresponding changes in 
the number of shares of such stock to be disposed of by Bond & Share by 
rights offering, or otherwise, as hereinabove in this section C (1) provided, 
might have to be made. 

In the event that because of minor deviations from the disposition schedule 
set forth in the first paragraph of this section C (1) resulting from factors 
such as described in the paragraph immediately preceding, or because of any 
other reason, Bond & Share has not otherwise disposed of all the shares of 
United Gas stock hereinabove proposed to be disposed of either through the 
rights offering, capital distribution or dividend distributions to stockholders, 
Bond & Share will, prior to 2 years after the effective date of the plan, make 
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disposition, in such manner as Bond & Share may determine, upon the filing 
with the Commission of a notice as provided by rule U-44 (c), of that number 
of shares of common stock of United Gas as may be necessary to reduce Bond 
& Share’s holdings of United Gas stock by that date to under 5 percent of the 
total then outstanding. 

(f) In the event that United Gas shall hereafter offer to its stockholders 
additional shares of its common stock, Bond & Share shall have the right, 
as a stockholder of United Gas, with the permission of the Commission, to 
purchase its proportionate amount of such stock. In the event of any such 
additional issues of common stock by United Gas, Bond & Share intends to 
retain, exclusive of the 567,031 shares of United Gas common stock specified 
in the first paragraph of this section C (1), an amount equal to less than 
5 percent of any such additional stock issues, and if Bond & Share shall have 
purchased shares of United Gas common stock exceeding that amount, it will, 
prior to 2 years after the effective date of the plan, dispose of any excess over 
5 percent of the total shares then outstanding in such manner as Bond & 
Share may determine upon the filing with the Commission of a notice as pro- 
vided by rule U—44 (c). 

(g) As long as Bond & Share shall be an affiliate, as defined in the act, of 
United Gas, Bond & Share and its subsidiaries will perform: service operations 
for United Gas at cost. 

(2) With respect to Bond & Share’s holdings in American Power & Light Co. 
(American).—American’s remaining assets are presently represented principally 
by cash and will be distributed to American’s stockholders, including Bond & 
Share, in the liquidation of American. In the event that American should dis- 
tribute to Bond & Share any public utility company securities, Bond & Share 
will dispose of such securities as soon as practicable following their receipt and 
will by notice filed with the Commission in the form prescribed by rule U-44 (c) 
advise the Commission with respect to the disposition of any such securities. 

(3) With respect to the charter and bylaws of bond & share.—The provisions 
of the charter of Bond & Share will be amended, as soon as practicable after the 
effective date of the plan, to provide (a) that the holders of Bond & Share’s 
stock shall have no preemptive rights unless any new or additional shares of 
common stock, including any security convertible into such stock, are to be 
offered by Bond & Share for money and there is not to be a public offering of 
such stock by Bond & Share or by underwriters or bankers who purchase such 
shares from Bond & Share, (b) that there shall be cumulative voting in the 
election of directors, and (c) that the foregoing provisions relating to pre- 
emptive rights are to be subject to change only upon the vote of two-thirds of 
the outstanding shares of Bond & Share’s voting common stock.’ 

The bylaws of Bond & Share will be amended, as soon as practicable after the 
effective date of the plan, to provide that the present provisions thereof (a) that 
a majority of the outstanding shares of voting stock shall constitute a quorum at 
any stockholders’ meeting and (0) relating to the tenure of office of directors, 
may be amended only upon the vote of a majority of the outstanding shares of 
Bond & Share’s voting stock. 

Bond & Share proposes to file or record, as soon as practicable after the effective 
date of the plan, with the appropriate department or departments of the State of 
New York, a certificate or certificates, as provided by section 26—a of the New 
York stock corporation law, amending the charter (certificate of consolidation) 
of Bond & Share to the extent necessary or advisable in the opinion of counsel 
for Bond & Share in order to reflect the changes in the provisions of the charter 
relating to preemptive rights and cumulative voting as provided in this section 
C (8). 

(4) With respect to Foreign Power and Ebasco.—Bond & Share proposes to 
retain its investments in Foreign Power and Ebasco. 

It is contemplated, however, that a part of the Foreign Power common stock 
will be sold from time to time. As the result of such sales, it is anticipated that 
tax losses will be realized which may equal or exceed ordinary income of Bond 
& Share for the year in which such sales occur and that Bond & Share dividends 
distributed in any such years will not be taxable as ordinary income. Pur- 
chases of Foreign Power common stock may also be made. Bond & Share pro- 
poses to effect such purchases and sales without making application to the 

8’ The corporation laws of the State of New York, under which laws Bond & Share was 
organized and is existing, require that provisions relating to cumulative voting in a cor- 
porate charter may not be amended without the vote of two-thirds of the outstanding 
voting stock of the corporation. 
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Commission for approval thereof, but no purchase or sale of Foreign Power 
common stock by Bond & Share as contemplated in this section C (4) will be 
made until advance public notice of Bond & Share’s intentions to make any such 
purchase or sale has been given by Bond & Share in a manner satisfactory to the 
Commission. 

Bond & Share will file with the Commission each month reports, in a form sat- 
isfactory to the Commission, relating to any purchases or sales of Foreign Power 
common stock which have been made by Bond & Share in the preceding calendar 
month, unless the filing of such reports shall be waived by the Commission. 

No purchase of any senior securities of Foreign Power will be made by Bond 
& Share without permission of the Commission. 

As long as Bond & Share shall be an affiliate, as defined in the act, of Foreign 
Power, Bond & Share and its subsidiaries (excluding Foreign Power or any sub- 
Sidiary of Foreign Power) will perform service operations for Foreign Power 
and its subsidiaries at cost. 

(5) With respect to Bond & Share’s investment program.—After the effective 
date of the plan, Bond & Share proposes to invest and reinvest from time to 
time in new »r established enterprises subject to the following limitations but 
without making further application to the Commission with respect to such 
investment and reinvestment except as otherwise provided in the plan. 

Not later than 60 days after the completion of the disposition program for the 
United Gas stock set forth in section C (1) above, which completion shall be 
effected as provided in said section C (1) not later than 2 years after the effec- 
tive date of the plan, Bond & Share will file with the Commission and prosecute 
diligently an application under section 3 (a) (5) of the act of exemption from 
all provisions of the act other than section 9 (a) (2). Such application shall 
state that it is Bond & Share’s position that the exemption under section 3 (a) 
(5) should be granted without any requirements that Bond & Share take any 
further steps relating to its relationship with United Gas, including any further 
disposition of United Gas stock held by Bond & Share. The application shall also 
request that in the event the Commission denies an unconditional exemption, it 
will specify any further step or steps which it deems necessary for Bond & Share 
to take in order to qualify for the exemption sought under section 3 (a) (5). 

Bond & Share will take any further step ar steps pertinent to the question of 
the presence of any affiliation between Bond & Share and United Gas that may 
be deemed by the Commission to be necessary for Bond & Share to take in order 
to qualify for a section 3 (a) (5) exemption, including any further disposition of 
United Gas stock held by Bond & Share (below approximately 4.9 percent of 
the outstanding shares of such stock); subject, however, to Bond & Share’s 
right to appeal from any order of the Commission which imposes any conditions 
upon the granting of such exemption. 

Anything in the plan to the contrary notwithstanding, no provision of section 
F hereafter contained in the plan shall be deemed to permit Bond & Share to 
modify or amend the plan in any respect or particular relating to the subject 
matter of the foregoing paragraphs contained in subsection (5) of this sec- 
tion C. 

The following limitations shall apply to Bond & Share’s investment program 
until the disposition program for the United Gas stock set forth in section C (1) 
above shall have been completed and the Commission shall have acted upon 
Bond & Share’s then application for exemption from all provisions of the act 
other than section 9 (a) (2): 

(a) Bond & Share shall not acquire more than 1 percent of the “voting 
securities” (or “securities” convertible into “voting securities’) of any 
domestic “public utility company,” or of any domestic “holding company” 
exempt as such from the provisions of the act, nor acquire any “securities” 
of any “registered holding company” or of any “subsidiary company” of 
a “registered holding company,” or of any “public utility company” or 
“holding company” which at any time has been a “subsidiary company” of 
Bond & Share, subject to the proviso, however, that none of the foregoing 
provisions shall apply to United Gas or Foreign Power ; 

(b) Bond & Share shall not, without prior approval of the Commission, 
purchase any “voting securities” of any domestic “public utility company” 
or domestic “holding company” (other than United Gas or Foreign Power) 
if Ebasco is at the time rendering any services to any such company or to 
an “affiliate” of any such company ; 


*This paragraph and the three immediately preceding paragraphs were included by 
amendment made as of July 7, 1953. 
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(c) Ebasco shall not, without prior approval of the Geummission, render 
any services to any domestic “public utility company” or domestic “holding 
company” (except United Gas or Foreign Power) or any “affiliate” of any 
such company, as to which company Bond & Share owns any of the “voting 
securities” ; 

(d) Bond & Share shall report to the Commission within 10 days after 
the end of each calendar quarter, as of March 31, 1953, and every 3 months 
thereafter, all acquisitions of securities and sales of securities under this 
program, including the names of the sellers or buyers of such securities 
except where such purchases or sales have been effected by Bond & Share 
through brokers on a national securities exchange, and the amounts paid 
or received for such securities ; 

(e) Bond & Share shall transmit to its stockholders, at least semiannu- 
ally, reports prescribed by section 30 (d) of the Investment Company Act 
of 1940 and rule N-380D-—1 promulgated thereunder ; 

(f) Bond & Share may at any time apply to the Commission for permis- 
sion to aiter, modify, or revoke any of the limitations on its investment 
program hereinabove described in subparagraphs (a) to (e), inclusive, 
of this section C (5). 

The quoted expressions in the foregoing subparagraphs (a), (0), and (c) of 
this section C (5) are used in the sense that such terms are defined in the act. 

Until the disposition program for the United Gas stock set forth in section 
© (1) above shall have been completed and the Commission shall have acted 
upon Bond & Share’s then application for exemption under section 3 (a) (5) 
from all provisions of the act other than section 9 (a) (2) and until such 
exemption shall have become effective, Bond & Share will not make any invest- 
ment which will result at the time of making any such investment in having 
more than two-thirds of its availabie funds in assets other than cash, cash items 
and securities having a regularly quoted market. In connection with its invest- 
ment program Bond & Share intends to maintain a reserve of cash and cash 
items in a substantial amount. The amount of “available funds” shall equal 
the value of the net assets of Bond & Share, exclusive of its holdings in Ebasco, 
United Gas, and Foreign Power. The assets of Bond & Share at the time of 
making any such investment are to be valued at face amount with respect to 
cash, at current market quotations with respect to assets with a regularly 
quoted market, or at Bond & Share’s book value with respect to assets for which 
regularly quoted markets are not available. For the purposes of this paragraph, 
any further acquisitions of shares of United Gas or Foreign Power shall be 
considered to have been made from available funds. 

Anything in the plan to the contrary notwithstanding, no provision of sec- 
tion F hereafter contained in the plan shall be deemed to permit Bond & Share 
to modify or amend the plan in any respect or particular relating to the subject 
matter of the paragraph immediately preceding this paragraph, without the 
permission of the Commission and the United States District Court for the 
Southern District of New York which has jurisdiction to enforce the plan, after 
notice given to all parties to the enforcement proceeding in such court.® 

In the event that the Commission shall grant Bond & Share’s application for 
an exemption from all provisions of the act other than section 9 (a) (2), it is 
the present intention of Bond & Share that the following limitations would 
apply to its investment program : 

No investment will be made in “securities” of any domestic “holding com- 
pany” or any domestic “public utility company” which will make such company 
an “affiliate” of Bond & Share. Bond & Share will make no purchases of any 
“voting securities” of any domestic “public utility company” or domestic “hold- 
ing company” which company was formerly a direct or indirect “subsidiary 
company” of Bond & Share (except that Bond & Share may purchase securi- 
ties of United Gas and Foreign Power as provided in the plan). Without prior 
permission of the Commission, (@) Bond & Share will make no purchase of 
any “voting securities” of any domestic “public utility company” or domestic 
“holding company” (except that Bond & Share may purchase securities of 
United Gas and Foreign Power as provided in the plan) to which company 
Ebasco is currently rendering any service, and (0) Ebasco will not render any 
service to any domestic “public utility company” or domestic “holding company” 
(except United Gas and Foreign Power) of which company Bond & Share owns 





® This pomsemnee and the immediately preceding paragraph were included by amend- 
ment made as of July 7, 1953. 
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any “voting securities.” The quoted expressions in this paragraph are used in 
the sense that such terms are defined in the act. 

Should the Commission grant Bond & Share’s application for exemption from 
all provisions of the act other than section 9 (a) (2), Bond & Share will then 
take the steps necessary to register as an investment company under the Invest- 
ment Company Act of 1940. Until such time as Bond & Share shall so register 
as an investment company, it shall conform to the same requirements as are set 
forth in the following sections of the Investment Company Act of 1940: Sections 
2 (a), 4,5, 8 (b) (1), 8 (b) (2), 9,10 (a), 10 (b), 10 (f), 10 (g), 12 (a), 12 (ec), 
42 (d), 12 (e), 12 (f), 12 (g), 13 (a), 15 (a), 15 (c), 15 (d), (1), 16 (a), 
17, 20 (b), 20 (c), 20 (d), 21, 30 (b), 30 (d), 31, 32, 33, 35 (d), 36, and 37 
to the extent that the requirements of those sections are not inconsistent with 
the requirements of the Public Utility Holding Company Act of 1935. 

Under date of June 28, 1950, Bond & Share entered into a contract with United 
Gas & National Research Corp. (National), a company engaged in scientific 
research in many fields, providing for the conduct of research in the petrochemical 
tield thruugh National at the expense of United Gas and Bond & Share and for the 
benefit of all three parties in certain specified proportions. Under date of Novem- 
ber 21, 1950, the Commission issued a memorandum opinion and order permitting 
Bond & Share and United Gas to go forward with the research program under 
certain conditions, including the proviso that expenditures for research work in 
excess of the minimum amounts tabulated in section 7 of the June 28, 1950, con- 
tract should not be made except in accordance with the procedure stated in the 
Commission’s said opinion and order. Bond & Share proposes to continue its 
activities under the foregoing contract subject to further order of the Commission. 

(6) With respect to the effective date of the plan.—The effective date of the 
plan shall be the date of the order of the Commission approving the plan or, if 
Bond & Share requests the Commission to apply to any court for an enforcement 
order with respect to the plan, the effective date of the plan will be the date of 
such enforcement order approving and enforcing the plan. Anything herein to 
the contrary notwithstanding, in the event that any court shall issue an order 
staying or enjoining consummation of the plan, the effective date of the plan shall 
not be prior to the date that such order is vacated or ceases to be in effect. 


D. PAYMENT OF FEES 


Bond & Share shall pay such amounts by way of allowances for fees and reim- 
bursement of such expenses as the Commission shall determine to be appropriate 
(subject to the right of judicial review) for services rendered in connection with 
the plan proceedings, as filed and as amended, of Bond & Share. 


E. INDEMNITY PROVISION 


Bond & Share will indemnify and hold harmless all present and future direc- 
tors, officers, and agents of Bond & Share against any personal liability or expense 
on their part which may be incurred by such directors, officers, or agents by 
reason of any act done or omitted to be done in good faith by them, or any of 
them, in carrying out the transactions expressly provided for in section C hereof 
pursuant to an order of the Commission or of any court to which the Commission 
may (pursuant to the request of Bond & Share) apply under the act for approval 
and enforcement of this plan. 


F. AMENDMENTS OF THE PLAN 


(1) Until approved by the Commission, the plan may be modified or amended 
in any respect or particular by Bond & Share. After being approved by the 
Commission, and before being approved by any court to which application for 
approval of the plan is made, the plan may be modified or amended in any respect 
or particular by Bond & Share with the approval of the Commission. After 
approval by any such court, and before the plan has been consummated pursuant 
to the order or decree of the court, the plan may be modified or amended in any 
respect of particular by Bond & Share with the approval of both the Commission 
and the court.6 No amendment of the plan or the application filed therewith shall 
be effective without the consent and agreement of Bond & Share and any such 





6 It is not intended that the provisions of this sec. F (1) shall in any way alter or revoke 
any of the provisions of the plan to the effect that Bond & Share may carry out certain 
transactions mentioned in the plan with the permission of the Commission alone. 
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amendment without such consent shall have the effect of canceling and with- 
drawing the plan and application. 

(2) The manner and method of carrying out the plan, including the steps to be 
taken and the order in which they are to be taken, are not exclusive. Such steps 
may be altered, the order in which they are to be carried out may be changed, 
certain steps may be abandoned, new and additional steps may be added and no 
such alteration, change, abandonment or addition shall be considered an amend- 
ment of the plan if thereafter the carrying out of the plan will result in the con- 
summation of the substance of the transactions contemplated by the plan in its 
present form. No such alteration, change, abandonment or addition shall, how- 
ever, be made without approval of the Commission, unless the Commission, within 
10 days after the mailing to it by Bond & Share of a notice that Bond & Share 
intends to effect such alteration, change, abandonment or addition, shall have 
notified Bond & Share that the Commission deems that the same does not consti- 
tute a material alteration of the plan. 


G. RIGHT TO REQUEST COMMISSION TO PERMIT SEPARATE CONSUMMATION OF CERTAIN 
TRANSACTIONS PRESENTLY INCLUDED IN THE PLAN 


Anything in the plan to the contrary notwithstanding Bond & Share reserves 
the right, in the event that it deems it advisable in order to expedite the con- 
summation of certain transactions presently included in the plan or for any 
other reason, at any time prior to approval of the plan by the Commission or 
prior to approval of the plan by any court to which application for approval of 
the plan has been made, to file with the Commission appropriate applications, 
declarations, or notices under the provisions of the act and rules thereunder for 
permission to effect the separate consummation apart from the plan of one or 
more of the transactions presently included in the plan. In the event the Com- 
mission shall grant such permission and any transaction shall be so separately 
consummated, such transaction shall thereafter no longer be deemed a part of 
the plan for any purpose. 


H. CONDITIONS AND RESERVATIONS 


The effectuation of the plan is subject to the following conditions and 
reservations: 

1. The plan shall have been approved by the Commission under section 11 (e) 
of the act and all of the steps to be taken pursuant to section C hereof shall 
have been permitted to be taken by the Commission by necessary or appropriate 
exemption or other orders. 

2. The Commission, in the event that Bond & Share shall request it so to do, 
shall have instituted a proceeding in a court of competent jurisdiction pursuant 
to subsection (e) of section 11 of the act and such court shall have entered a 
decree or order finding the plan, to the extent requested, to be fair and equitable 
and appropriate to effectuate the provisions of section 11 of the act and such 
court shall have taken action to enforce and carry out the terms and provisions 
of the plan which the court has been requested to enforce. 

3. The order or orders of the Commission shall recite that the transactions 
in the plan (to the extent later designated by Bond & Share) are necessary or 
appropriate to the integration or simplification of the holding-company system 
of which Bond & Share is a member and are necessary or appropriate to effec- 
tuate the provisions of subsection (b) of section 11 of the act, all in accordance 
with the meaning and requirements of the Internal Revenue Code, as amended, 
including section 1808 (f) and supplement R thereof. 

4. There shall have been obtained from the United States Treasury Depart- 
ment (unless Bond & Share, in its discretion, shall waive this condition) a 
closing agreement or ruling or closing agreements or rulings as to the tax con- 
sequences to Bond & Share and its stockholders of the transactions necessary to 
earry out the plan and such agreements or rulings shall be satisfactory to Bond 
& Share. 

5. Any corporate action in connection with the plan, which may be deened 
necessary by counsel for Bond & Share, shall have been carried out in a manner 
satisfactory to counsel for Bond & Share. 

This document is submitted and all statements herein are made with full 
reservation of any rights which Bond & Share or its subsidiaries or its security- 


holders may have under the Constitution and laws of the United States and of 
the various States. 
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Hoipine Company Act RELEASE No. 11675 


SECURITIES AND EXCHANGE COMMISSION, 
Washington, D. C., January 27, 1953. 


In the matter of Electric Bond & Share Co. (file Nos. 54-127, 59-8, 59-12 and 
70-1806) (Public Utility Holding Company Act of 1935) 


Findings and opinion of the Commission approving plan under section 11 (e) 


Plan under section 11 (e), necessity and fairness 


Plan filed under section 11 (e) of the act by registered holding company 
directed to dispose of stock of utility company, providing for disposition of that 
stock to an amount below 5 percent of such stock outstanding, through capital 
distribution, dividend distributions and rights offerings to stockholders found 
necessary in view of company’s overall program, to effectuate section 11 (b) of 
the act and fair to the stockholders affected if certain modifications are made 
in the program with respect to timing and method of disposition. 


Exemption section 3 (a) (5), denied as not timely 

Application by registered holding company filed as part of section 11 (e) 
plan to be declared exempt from provisions of act, such exemption to become 
effective upon holding company’s disposing of stock of utility company to 
amount under 5 percent of the stock outstanding, denied, as not timely, without 
prejudice to renewal of such application at time divestment shall have been 
accomplished. 
Retention of interest in domestic utility company 

Registered holding company proposing to retain 55 percent stock interest in 
holding company operating entirely in foreign countries, 100 percent stock 
interest in service company and less than 5-percent stock interest in domestic 
utility company, and having cash available for investment, held that question 
of retention of interest in domestic utility must be determined at time exemp- 
tion application is timely, and question of affiliated relationship judged in light 
of facts then existing. 
Interim investment program, section 9 (c) (3) 


Application by registered holding company as part of section 11 (e) plan 
to invest and reinvest funds without further application to Commission during 
period of divestment of stock of utility company, granted subject to restrictions 
on investments, servicing contracts, and compliance with specified requirements 
of Investment Company Act of 1940. 


Charter provisions, cumulative voting 


Plan required to be amended so that charter will provide for cumulative voting 
in election of directors. 
Appearances 

Richard Jones, E. Nelson Asiel, and Burton M. Abrams, of Simpsou, Thacher & 
Bartlett for Electric Bond & Share Co, 

Jacob Lippman and Philip Levy for common stockholders committee of Electric 
Bond & Share Co. 

H. Struve Hensel, William 8. Gaud, Jr., and Walter A. Kernan, of Carter, 
Ledyard & Milburn for General American Investors Co., Inc. 

Samuel Okin, a common stockholder of Electric Bond & Share Co., pro se. 

Marvin 8S. Fink and Paul 8. Davis for the Division of Public Utilities of 
the Commission. 

These proceedings concern the final comprehensive plan of Electric Bond & 
Share Co. (Bond & Share) filed under section 11 (e) of the Public Utility 
Holding Company Act of 1935 (the act). In brief, Bond & Share proposes to 
dispose of all but slightly less than 5 percent of the stock of its gas utility 
subsidiary, United Gas Corp. (United), and to become an exempt holding com- 
pany operating as an investment company. Upon completion of its prograin, 
Bond & Share’s portfolio will consist of its holdings of approximately 55 percent 
of the stock of American & Foreign Power Co., Inc. (Foreign Power), all the 
securities of Ebasco Services, Inc. (Ebaseo), and approximately 4.9 percent 
of the common stock of United, and a pool of cash available for investment in 
special situations. 
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After appropriate notice public hearings were held. The plan of Bond & 
Share was opposed by a common stockholders’ committee* and by Samuel Okin, 
a stockholder. Bond & Share and the participants filed briefs in support of 
their position, and the Commission issued its tentative findings and opinion. 
Exceptions and briefs in support of such exceptions were filed, and thereafter 
we heard oral argument. After consideration of the whole record, we now 
issue our definitive findings and opinion. 

The Commission in numerous previous decisions has set forth in detail the 
history and operations of Bond & Share. For this reason, we do not deem it 
necessary to discuss more than cursorily the operations of Bond & Share, United, 
Foreign Power, and Ebasco.*? Because Bond & Share proposes this plan as the 
final solution to all of its problems under the Holding Company Act, it is 
desirable to recapitulate briefly the nature of the major proceedings affecting 
Bond & share under the act. 

Description of Bond & Share 


Bond & Share’s capitalization consists solely of common stock of which 
5,250,357.66 shares are outstanding, owned by approximately 38,000 stockhold- 
ers. As of June 30, 1952, Bond & Share’s assets consisted of approximately 
$17,500,000 in cash and cash items, and the following holdings of common stocks, 
having an aggregate market value of $137,350,570 as of November 17, 1952: 











Shares | Percent | Market 

| value 
American & Foreign Power Co., Inc..._................---..- 3, 902, 956 54. 57 $29, 272, 170 
Ebasco Services, Inc.!_.............-...-- Poke. 100.00 | — 15, 000, 000 
United ee Dorp. scboss 535 edad onblcaseest Jbé0-Wadnkeieadts 27.01 85, 080, 364 
The Washington Water Power Co_____.-..--_._____- ae 183, 050 7.81 | 4, 782 181 
American Power & Light Co-_.. ea he atheat Ate tenn 183, 050 7.81 457, 625 
The Southern Co__. Dolghes cb mienind : 171, 053 1.06 2, 758, 230 


rent ilie btemienai« tidieeniibiies genannten ipincapiaiill tsi salina dovniecnirita  bntegebiecgiieiaiila 137, 350, 570 





! All of the stock of Ebasco is owned by Bond & Share. It has no market, but its value has been estimated 
at amounts ranging from $10,000,000 to $20,000,000. 


Bond & Share is to dispose of the stock of the Washington Water Power Co. 
and the Southern Co. by the end of the year 1952. Its interest in American 
Power & Light Co. (American) consists of the proportionate share of the resid- 
ual assets of American which has filed a plan for dissolution. That plan pro- 
vides that American will distribute its holdings of Portland Gas & Coke Co. 
and all of its cash after the payment of its liabilities.* 


The Bond & Share system, 1938-52 


Sond & Share registered as a holding company pursuant to section 5 of the 
act on April 1, 1938, after the Supreme Court upheld the constitutionality of the 
registration provisions of the act.’ 

At the time of the enactment of the act in 1935, and registration in 1938, Bond 
& Share constituted one of the largest utility holding company systems in the 
country. It controlled directly 5 subholding company subsidiaries and indirectly 
121 domestic subsidiaries, with assets stated in excess of $3,500 million, as well 
as numerous subsidiaries operating in foreign countries. In addition to its 
holding company subsidiaries, it had certain service company subsidaries which 
performed construction, financial and supervisory services for the subholding 
companies and their subsidaries. Attached hereto as appendix A is a chart show- 
ing the Bond & Share system as it existed in 1938 and its composition upon 
completion of its contemplated program. 

Bond & Share at the apex of the system pyramid was the statutory parent of 
Americar, Klectric Power & Light Corp. (Electric), National Power & Light Co. 
(National), American Gas & Electric Co. (American Gas), and Foreign Power. 





1 Hereinafter sometimes referred to as the Walsh committee or as the eommon stock- 
holders’ committee. 

2\’or fuller discussions concerning these companies, reference is made, in the case of 
Bond & Share, Ebasco, and United, to Electric Bond & Share Co., Holding Company Act 
release No. 11004, February 6, 1952, and, in the case of Foreign Power. to American & 
Foreign Power Co., Inc., Holding Company Act release No, 10870, November 7, 1951. 

® Bond & Share, as the holder of 7.81 percent of the American stock, will receive 0.781 
percent of the Portland Gas & Coke Co. stock, which shares have a present market value 
of approximately $77,000. 

* Rlectric Bond and Share Company v. 8. E. C., 303 U. S. 419 (1938). 
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Each of these was itself a holding company and in turn had numerous utility and 
nonutility subsidiaries. 

On May 9, 1940, the Commission instituted proceedings with respect to the 
Bond & Share holding company system under sections 11 (b) (1) and 11 (b) (2) 
of the act. The Commission’s notice of and order for hearing instituting pro- 
ceedings pursuant to section 11 (b) (2) stated that the Commission had reason- 
able grounds to believe that (1) the structure of the holding company system 
of Bond & Share was unduly and unnecessarily complicated; (2) voting power 
was unfairly and inequitably distributed among security holders of the Bond 
& Share system; and (3) Bond & Share offended section 11 (b) (2) of the act 
in that it had holding company subsidiaries which themselves had holding com- 
pany subsidaries (sometimes referred to as the “great-grandfather clause”). 

The Commission therefore determined that a hearing should be held to as- 
certain whether it was necessary to discontinue the existence or to modify the 
corporate structure of or to redistribute voting power among security holders 
of Bond & Share or any of the respondents’ subsidaries. The Commission also 
sought to determine what action would be necessary to terminate the great- 
grandfather relationships and what further action, if any, was necessary 
or should be required to be taken by the named respondents to insure that the 
corporate structure or continued existence of any such respondents would not 
unduly or unnecessarily complicate the structure or unfairly or inequitably dis- 
tribute voting power among security holders of the Bond & Share system. 

By a subsequent order dated June 7, 1940, the Commission specified that hear- 
ings should be confined initially to the question of whether it was necessary to 
discontinue the existence of American, Bilectric, National, and Foreign Power 
or any of them in order to insure that the structure of the Bond & Share hold- 
ing company system should not be unduly or unnecessarily complicated and 
that voting power should not be unfairly or inequitably distributed among the 
security holders of the system. Subsequently, Foreign Power was dismissed as 
a party to those proceedings. 

On August 23, 1941, the Commission issued its findings and opinion and order 
directing the dissolution of National.© The Commission found that National 
served no useful function in the holding company system and that the only ap- 
propriate remedy, therefore, was the complete elimination of that company. At 
that time, National had 9 subsidiaries which were classified as public utility 
companies under the act and 18 subsidiaries which were not public utility 
companies as defined in the act. National’s capitalization consisted of 3 series 
of debt securities, preferred stock and common stock, and the consolidated capi- 
talization and surplus of National was stated at approximately $473 million. 
The order of the Commission directed National and its controlling stockholder, 
Bond & Share, to proceed with due diligence to comply with the order of dissolu- 
tion. 

By the year 1947, National had accomplished necessary reorganization of its 
subsidiaries, had effected a settlement of claims between it and Bond & Share 
based on alleged mismanagement by the latter, had retired its senior securities 
and had outstanding only a single class of stock, namely, common stock.® It had 
also disposed of substantially all of its interests in public-utility companies, 
and its principal remaining assets consisted of its holdings of the securities 
of two transportation companies. After reorganization of these two companies 
to comply with the standards of section 11 (b) (2),’ National disposed of its 
interests in these two companies so that its sole remaining assets were a small 
amount of cash. In June 1951, the Commission approved the sale by Bond & 
Share of its holdings of the National common stock and permitted moditication 
of the order of dissolution directed to National.® 

On August 22, 1942, the Commisison issued its order directing the dissolution 
of American and Electric since the Commission regarded these companies as 
unless and unnecessary complexities in the Bond & Share holding-company 
system. The Commission continued the reservation of jurisdiction previously 





5 Electric Bond & Share Co., 9 SEC 978 (1941). 

See Pennsylvania Power & Light Co., Holding Company Act Release No. 6080 (Septem- 
ber 26, 1945) ; National Power & Light Co., Holding Company Act Release No. 6663 (May 
27, 1946). 

: Nerionat Power & Light Co. (Memphis Street Ry. Co.), Holding Company Act Release 
No. 8942 (March 22, 1949); National Power ¢ Light Oo, (Lehigh Valley Transit Co.), 
Holding Company Act Release No. 8445 (August 17, 1948). 

8 National Power & Light Co., Holding Company Act Release No. 10640 (June 26, 1951). 

® Electric Bond & Share Co., 11 SEC 1146. affd. American Power ¢ Light Co. v. SEC, 141 
F. 2d 606 (C. A. 1, 1944), affd. 329 US 90 (1946). 
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made as to what action should be taken with respect to Bond & Share itself 
under the standards of section 11 (b) (2) of the act. 

At the time of the dissolution order directed to American, that company had 
16 subsidiaries which were classified as public utility companies under the act, 
6 additional direct subsidiaries which were not such public utility companies, 
and 13 additional indirect nonutility subsidiaries. American’s capitalization con- 
sisted of 2 series of debt, 2 series of preferred stock and common stock. The 
consolidated capitalization and surplus of American and its subsidiaries aggre- 
gated approximately $734 million. Undeclared cumulative dividends in arrears 
on the preferred stock of American amounted to approximately $35 million 
as of December 31, 1941. 

At the time of the dissolution order directed to Electric, that company had 
10 subsidiaries which were classified as public utility companies under the act, 
3 additional direct subsidiary companies which were not such public utility com- 
panies, and 11 additional indirect nonutility subsidiaries. Electric’s capitali- 
zation consisted of debentures, two series of preferred stock, a junior preferred 
stock, common stock, and option warrants. The consolidated capitalization 
and surplus of Electric and its subsidiaries aggregated approximately $617 
million. Undeclared cumulative dividends in arrears on the preferred stocks of 
Electric amounted to approximately $51 million. 

Subsequent to the order of August 22, 1942, and prior to the approval of plans 
for reorganization, both American and Electric took steps looking toward the 
resolution of certain of their problems.” These steps consisted of the reorgani- 
zation of subsidiary companies so as to bring them into conformity with section 
11 of the act, disposition of certain subsidiaries which would be clearly non- 
retainable under the integration standards of the act, and, in the case of Ameri- 
can, the creation of an integrated public utility system operating solely within 
one State. 

On September 7, 1944, the Commission approved a plan for the reorganization 
of United, then a principal subsidiary of Electric.“ This reorganization of 
United constituted a major step toward resolution of the problems of both 
Blectric and Bond & Share. In place of the complex capital structure of United, 
the new capital structure consisted solely of debt and common stock. ‘The 
newly created debt was sold to institutional investors and the common stock 
was distributed, approximately 95 percent to Electric, and the remainder to 
the public. Pursuant to a compromise between Bond & Share and United, Bond 
& Share received $44 million in cash in settlement of its debt claims in the face 
amount of approximately $56 million and the surrender of its other securities 
of United. The difference between the Bond & Share claims and the amvuunt 
it actually received represented compensation to United under the “Deep Rock” 
principle for acts of mismanagement committed by Bond & Share.” The Com- 
mission also directed that the funds to be received by Bond & Share be used 
for the acquisition and retirement of its preferred stock.” 

On March 1, 1949, the Commission issued its findings and opinion indicating 
that a plan filed by Electric for its dissolution could be approved if certain 
relatively minor amendments were made. Upon the filing of these amendments, 
the Commission, on March 7, 1949, issued its order approving that plan.* That 
plan provided, among other things, for the creation of a new holding company 
system, Middle South Utilities, Inc. (Middle South), which would hold the 
common stocks of four electric operating subsidiaries, and the distribution of the 
common stocks of Middle South and United to the security holders of Electric. 
That plan was consummated in May and July of 1949. Bond & Share, pursuant 
to an application declaration filed by it, acquired 803,229 shares (16.2 percent) 
of the common stock of Middle South, and 2,870,653 shares (26.95 percent) of the 
common stock of United. These stocks were acquired pursuant to a commitment 
for disposition more fully discussed below in connection with the present proceed- 
ings. The Middle South stock was, in part, distributed as a dividend to the 





” For summaries of these transactions reference is made to Electric Power & Light Cor- 
poration, Holding Company Act Release No. 8889 (March 1, 1949), and American Power € 
Lioht Company, Holding Company Act Release No. 9359-A (September 22, 1949). 

1 United Gas Corporation, 16 SEC 531, approved and enforced 58 F. Supp. 501 (D. Del. ; 
1944), affirmed 162 F. 2d 409 (C. A. 3, 1947). 

12 Taylor v. Standard Gas and Electric Company, 306 U. 8S. 307 (1939). 

% Since Bond & Share’s plans for the retirement of its preferred stock were coupled 
with the overall program for its future operation, we shall discuss that phase of its ac- 
tivities in the overall program, 

“4 Blectric Power & Light Corporation, Holding Company Act Release Nos. 8889 and 8906, 
approved and enforced April 22, 1949 (unreported Civil Action No. 49-347, S.D.N.Y.), af- 
firmed 176 F. 2d 687 (C. A. 2, 1949). 
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stockholders of Bond & Share and, in part, sold pursuant to a rights offering 
to the stockholders of Bond & Share.” 

On September 22, 1949, the Commission issued its findings and opinion holding 
that the comprehensive plan filed by American for its reorganization could be 
approved if amended in certain respects. Upon the filing of such amendments, 
the Commission, on October 5, 1949, issued its order approving that plan.” 
As a result of the reorganization of American, Bond & Share received its pro- 
portionate interests of the common stocks of Florida Power & Light Co., Minne- 
sota Power & Light Co., the Montana Power Co., Texas Utilities Co., and the 
new Americah Power & Light Co. Bond & Share has disposed of all of these 
stocks, except that of American, in part, through dividend payments and, in part, 
through sales.” 

The plan of American provided that American would continue to hold the 
common stocks of Pacific Power & Light Co. and the Washington Water Power 
Co. In February 1950, American sold the common stock of Pacific Power & 
Light Co.* and on June 5, 1952, the Commission approved the plan of American 
for distribution to its stockholders of the stock of the Washington Water Power 
Co.” The Commission also approved the plan of Bond & Share for distribution 
by it in the year 1952 of the stock of the Washington Water Power Co. to be 
received by Bond & Share from American.” 

In July 1945, Bond & Share filed a series of plans designated as plan I, plan II, 
and plan III for compliance with the act. Plans I and II related to the retirement 
of Bond & Share’s preferred stocks. Plan III, which was to be a matter of 
separate and later application, set forth a general program whereby Bond & Share 
would, upon disposition of its interests in domestic public utility companies, 
become an exempt holding company holding the securities of Foreign Power, 
Ebasco, and cash available for investment in special situations. 

On October 10, 1945, the Commission approved plan I which proposed the 
payment of $30 a share toward retirement of Bond & Share’s preferred stocks.” 
The Commission at that time found that the necessary contraction of Bond & 
Share would result in the disposition of investments of so substantial a nature 
as to require inevitably the retirement of Bond & Share’s preferred stocks. 

On September 6, 1946, the Commission approved a plan of Bond & Share 
(plan II-A, an amendment of plan II) which provided for the retirement 
of the preferred stocks by the payment of an additional $70 a share leaving 
open the question of what, if any, future payments should be made to satisfy 
fully the claims of the preferred stocks.” 

On June 19, 1950, the Commission directed Bond & Share to pay an additional 
amount aggregating approximately $10 million with respect to its previously 
outstanding $6 preferred stock.” 

The retirement of the preferred stocks required payment by Bond & Share 
of approximately $115 million in cash derived from the sale of the company’s 
holding of Government bonds, from the proceeds received from the sale of its 
holdings of the securities of certain subsidiary companies, most importantly, 
Pennsylvania Power & Light Co. and American Gas & Electric Co.“ and from 
the settlement in the Un‘ted reorganization. 





de fo—m Bond and Share Company, Holding Company Act Release No. 9500 (November 
, 1949). 

16 American Power & Light Company, Holding Company Act Release No. 9359—-A and 
9389, Sept. 22, 1949, and Oct. 4, 1949, wee: approved and enforced Nov. 14, 1949 
(unreported, Civil Action No. 52—324 (S.D.N.Y 

17 These dispositions were accomplished, in aes through filings under section 12 and, in 
part, by notic:s pursuant to Rule U-44(c) of the Rules and Regulations promulgated under 
the Holding Company Act. 

. 18 American Power & Light Company, Holding Company Act Release No. 9642 (February 
3, 1950). 

12 American Power & Light Compuny, Holding Gompeny Act Release No. 11301, June 5, 
1952, approved and enforced July 17, 1952 (D. Me., Unreported, Civil Action No. 731). 

2” Blectric Bond and Share Company, Holding Company Act Release No. 11412 (July 30, 
1952) 
io eee’ Bond and Share Company, Holding Company Act Release No. 6121 (October 

945) 

2 Electric Bond and Share Company, Holding Company Act Release Nos. 6879-1 and 
6879-2 (Sept. 6, 1946) approved and enforced 73 F. Supp. 426 S.D.N.Y. (1946). 

2 Hlectric Bond and Share Company, Holding Company Act Release No. 9980 (July 28, 
1950), affirmed 95 F. Supp. 492 (S.D.N.Y., 1951), cert. den. Electric Bond and Share Com- 
pany v. SEC., 341 U.S. 950 (1951). 

%* American Gas was the caly. subholding company of Bond & Share which was not sub- 
ject to reorganization under section 11(b),(2) of the act. On December 26, 1945, the Com- 
mission issued its Findings and Opinion directing that American Gag dispose of its holdings 
of Atlantic City Electric Co. and Scranton Electric Co., and finding that the Central Sys- 
tem of American Gas constituted an integrated electric utility system under section 
eth) t) of the act, American Gas and Electric Company, Holding Company Act Release 
No. 6333. This Order has been complied with by making the required dispositions, 
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On November 7, 1951, the Commission approved a plan of reorganization of 
Foreign Power under which Bond & Share received for all of its holdings of the 
securities of Foreign Power 3,902,956 shares (54.6 percent) of the common stock 
of Foreign Power. The plan reflected a settlement of the claims of public 
security holders against Bond & Share by reason of alleged acts of mismanage- 
ment committed during the stewardship of Bond & Share. The Commission per- 
mitted the acquisition of the stock of Foreign Power by Bond & Share in view 
of the pendency of proceedings under section 11 of the act pertaining to the ulti- 
mate status of Bond & Share and the retainability of the Foreign Power stock. 
The plan was approved and enforced by the United States District Court for the 
District of Maine on January 17, 1952,” and was consummated in accordance with 
its terms on February 29, 1952. 


The United Gas situation 


In connection with the reorganization proceedings of Electric, Bond & Share 
filed an application to acquire its proportionate part of the securities to be 
allocated in exchange for the outstanding securities of Electric. Bond & Share 
in that application committed itself to dispose of the stocks of Middle South and 
United within 1 year from the date of acquisition, subject, however, in the case 
of United, to the proviso that Bond & Share might, within 60 days after entry 
of the Commission’s order approving the Electric plan, institute appropriate 
proceedings for relief from that commitment. The Commission extended the 
time for the filing of such application, and, on September 6, 1949, Bond & Share 
filed an application entitled ““Amended Plan III of Electric Bond & Share Co.” 

That application and plan proposed that Bond & Share retain the 27-percent 
stock interest in United and the securities of Foreign Power and of Ebasco; and 
that Bond & Share, holding these securities and cash available for investment, 
would become an exempt holding company operating as an investment company. 

The Commission directed that hearings be held on the application of Bond & 
Share, but that at these hearings attention be directed solely to the question of 
whether Bond & Share might obtain relief from its commitment to dispose of the 
stock of United.” The question whether Bond & Share was entitled to an exemp- 
tion from the act was to be considered only insofar as it had bearing upon the 
question of retainability of the United stock. In these proceedings, the proposals 
of Bond & Share were opposed by the common stockholders’ committee, by Gen- 
eral American Investors Co., Inc., a registered investment company, and a stock- 
holder of both Bond & Share and United, and by Samuel Okin. After hearings, 
briefs, and argument, the Commission, on February 6, 1952, issued its findings 
and opinion and order denying the application of Bond & Share for relief from 
its commitment to dispose of the United stock and its request for exemption 
under sections 3 (a) (3) and 3 (a) (5) of the act on the terms then proposed. 
The order also directed Bond & Share to take appropriate steps for the expedi- 
tious disposition of its holdings of the United stock.” 

While the Commission’s order denied Bond & Share’s application for relief 
from its commitment and directed Bond & Share to dispose of all of its holdings 
of the United stock, the Commission’s opinion recognized that Bond & Share 
would not necessarily be precluded from retaining a portion of the United stock 
in connection with an appropriate plan for its future operations as an investment 
company, the Commission stating: 

“However, nothing in this opinion should be construed as approving or dis- 
approving Bond & Share’s program to become an investment company or as pre- 
cluding the adoption, in connection with such program if approved, of an appro- 
priate method of expeditiously disposing of the United securities consistent with 
such investment-company program and as and to the extent required under the 
standards of the act.” 

Within the time specified by section 24 (a) of the act, Bond & Share filed 
a petition for review of the order of February 6, 1952, in the United States 
Court of Appeals, District of Columbia Circuit.“ On April 28, 1952, shortly 
after the filing of the petition for review, Bond & Share filed its final compre- 
hensive plan for compliance with the Holding Company Act. That plan pro- 


2 American & Foreign Power Company, Inc., Holding Company Act Release No. 10870 
(November 7, 1951), enforced 102 F. Supp. 331 (D. Me., 1952) ; affirmed sub nom. Kantor v. 
American & Foreign Power Company Inc., 197 F. 2d 307 (C. A. 1, 1952). 

2 Electric Bond & Share Co., Holding Company Act release No, 9416 (Oct. 14, 1949). 

2 Electric Bond & Share Co., Holding Company Act release No. 11004 (Feb. 6, 1952). 

* The appeal has been terminated by order of the court dated December 8, 1952, grant- 


ing Bond & Share’s motion dated November 12, 1952, for leave to withdraw its petition for 
review. 
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vided, generally, that Bond & Share would dispose of all but approximately 
9.9 percent of the stock of United and in other respects was substantially the 
same as amended plan III of September 6, 1949. 

By reason of the pendency of the review proceedings in the court of appeals 
and the filing of a new plan by Bond & Share, the Commission issued an order 
setting down for argument the question of what procedure might be appropriate 
with respect to the plan and consistent with the review jurisdiction of the court 
of appeals.” At the request of Bond & Share and General American Investors 
Co., Inc., that argument was twice postponed.” Prior to the argument, which 
was held on June 9, 1952, Bond & Share filed a written statement of position 
setting forth, among other things, its intention to amend the plan filed on April 
28, 1952, so as to provide for an immediate capital distribution to the stock- 
holders of Bond & Share of Approximately 5 percent of the United stock without 
changing its proposals with respect to the other dispositions, thus making the 
amount of United stock proposed to be retained by Bond & Share just less 
than 5 percent. This statement of position was subsequently reflected in an 
amendment which was filed on June 13, 1952, and which is the subject of the 
instant proceeding. 

On June 18, 1952, the Commission issued its memorandum opinion which 
reviewed the contentions made by the common stockholders’ committee and by 
Okin.” In that opinion we pointed out that our order of February 6, 1952, 
directed the disposition of all Bond & Share’s holdings of the United stock, 
but that the findings and opinion recognized the possibility that Bond & share 
under appropriate circumstances might become entitled to relief from its com- 
mitment as to some portion of the United stock. 

On June 18, 1952, in accordance with the memorandum opinion of that date, 
the Commission issued its notice of filing, notice of and order for hearing, 
order of consolidation and reinstitution of proceedings.” That order directed 
that hearings be held and put in issue all questions expressly or impliedly re- 

rved under the Commission’s previous notice of and order for hearing ™ under 
amended plan III as well as all issues concerning Bond & Share under the stand- 
ards of section 11 of the act. 

THE PLAN 
A. General provisions 

The plan, generally, provides: 

1. Bond & Share will dispose of an amount of the common stock of United 
(not less than 2,598,750 shares) which will reduce Bond & Share’s holdings 
thereof to less than 5 percent of the total outstanding by the end of the year 
1955, as more fully described below. 

2. Bond & Share will retain its entire investment in Ebasco and its invest- 
ment in Foreign Power subject to the sales and possible purchases of Foreign 
Power stock discussed below. 

3. Bond & Share will dispose of its holdings of the common stock of the 
Southern Co. and American, or the securities distributed by American, during 
the year 1952. 

4. Bond & Share will use proceeds derived from the disposition of properties, 
and other funds, for investment in new or established enterprises, subject to 
=e limitations discussed below. 

Bond & Share requests an exemption from the provisions of the act except 
puetliats 9 (a) (2) thereof, upon condition that Bond & Share will either register 
as an investment company under the Investment Company Act of 1940, or will 
otherwise subject itself to the provisions of said act, such exemption to become 
effective automatically when Bond & Share shall have made the dispositions 
heretofore described and shall have reduced its holdings of United stock below 
5 percent. 

6. Bond & Share also requests the issnance of an interim exemption order, 
permitting it to commence its investment program forthwith and prior to the 
issuance of any order approving the plan. 

B. Disposition of United 

Bond & Share proposes to dispose of not less than 2,598,750 shares of the 

common stock of United as follows: 


2 Blectric Bond & Share Co., Holding Company Act release No. 11218 (May 2. 195 
% Blectric Bond & Share Co., Holding ‘Company Act releases Nos. 11227 and 11262 (Mey 
8 ard May 20, 1952, respectively). 
%1 Blectric Bond & Share Co., Holding Company Act release No. 11325 (June 18, 1952). 
2 Holding Company Act release No. 11326 (June 18, 1952). 
% Holding Company Act release No. 9416 (Oct. 14, 1949). 
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Method of disposition (shares) 








Year of disposition Capital Dividends Rights Total dis- 
distribution offerings positions 
at cah ctnshsdaeesnebicnhke tact temondl 1 We 525, 000 1, 181, 250 
p REAPS SBE Ea EPSP EE BEE ET) eS Se a eT 210, 000 525, 000 5 
TS ah Sa bse width cba edd de Uk pee ah acne dilated 210, 000 262, 500 472, 500 
We edlnk Gihdy teenie sapetids 423, te tcta bt Cae dackadLiak cece etnias pL ae ee 210, 000 
Total 


Wee h ak dehecthivadesandgna deb chine 656, 250 630, 000 1, 312, 500 2, 598, 750 


In the calendar years 1953, 1954, and 1955, Bond & Share proposes to distribute 
as dividends to its stockholders that number of shares of United Gas common 
stock the market value of which at the time or times of the declaration of the 
dividends will aggregate approximately 90 percent of Bond & Share’s estimated 
net income for the calendar year in which such dividends are declared. It is 
estimated that, by the payment of dividends as provided in this paragraph, Bond 
& Share will dispose of approximately 210,000 shares of United Gas stock in each 
of the calendar years 1953, 1954, and 1955, a total of 630,000 shares. 

During the years 1952, 1953, and 1954, Bond & Share will offer to its stock- 
holders rights to purchase common stock of United at prices which will be not 
less than 25 percent below the market prices prevailing at the times for such 
offerings. The rights offerings in the years 1952 and 1953 will be on the basis 
of 1 share of United stock for each 10 shares of Bond & Share stock, and in the 
year 1954 will be on the basis of 1 share of the United stock for each 20 shares 
of Bond & Share stock. The right to purchase stock will be evidenced by trans- 
ferable purchase warrants. Subscriptions will be accepted only for full shares 
of the United stock, and Bond & Share will provide facilities whereby holders 
may purchase sufficient rights to enable them to subscribe to 1 full share, or to 
sell such rights as are less than the number necessary to subscribe to 1 full share. 
The plan provides that, should not less than 85 percent of the stock offered at 
such time be subscribed for at the conclusion of the offering period, holders of 
Bond & Share stock who have not exercised or sold their warrants will be paid 
the cash amount representing the value of their warrants based upon either the 
final average price received by the subscription agent in connection with the 
sale of rights on the last of the offering period, or, in the alternative, the amount 
received from the actual sale of such rights less expenses incurred or calculated. 

On November 6, 1952, the Commission granted and permitted to become effec- 
tive Bond & Share’s separate application-declaration allowing Bond & Share to 
offer 525,036 shares of the United stock on a rights basis to its stockholders in 
the year 1952. The effect of this transaction is to withdraw from the plan 
the rights offering scheduled for 1952. This application-declaration proposed 
that the shares to be sold in 1952 be offered at a discount of between 10 and 15 
percent below the market price at the time of the offering as compared with the 
25 percent discount set forth in the plan. At the hearings on that application- 
declaration, a witness for Bond & Share testified that to offset the increase in the 
proceeds to Bond & Share resulting from the smaller discount, the capital con- 
tribution proposed in the plan would be increased by the number of shares equal- 
ing the difference in the discount. These shares were offered at a discount of 
13 percent below the market price of the United stock on the date the subscrip- 
tion price was fixed. The use of this discount will cause the capital distribution 
to be increased by approximately 63,000 shares. 

The plan states that the schedule of dispositions heretofore set forth is cal- 
culated on the basis of economic conditions and market levels prevailing as of 
the time of filing of the plan. Should there be any deviation from the schedule 
heretofore set forth so that Bond & Share has not disposed of the number of 
shares set forth, it will, prior to December 31, 1955, sell such number of shares 
of the United stock as will be necessary to bring its holdings of that stock to below 
5 percent at that time. 

In the event United shall, during the period in which Bond & Share contem- 
plates making these dispositions, offer additional shares of its common stock to 
its stockholders, Bond & Share proposes to have the right to purchase its pro- 
portionate amount of such stock, provided that it will dispose of any such addi- 


% Hlectric Bond & Share Co., Holding Company Act release No. 11574 (Nov. 6, 1952). 
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tional shares acquired to the extent necessary to bring its aggregate holdings at 
December 31, 1955, down to less than 5 percent of the total amount of United 
stock outstanding at that time. 


C. Sales of Foreign Power stock 


In order to utilize its potential capital losses attributable to its investment in 
Foreign Power, Bond & Share contemplates sales of the Foreign Power stock from 
time to time. In that way, it states, tax losses will be realized which may equal 
or exceed the then current year’s ordinary income of Bond & Share, and dividends 
paid by Bond & Share in such years would not be taxable as ordinary income. 
Bond & Share contemplates that purchases of Foreign Power common stock may 
also be made and requests exemption from any requirement of filing applications 
with the Commission with respect to such sales or purchases, but states that 
purchase of the Foreign Power stock would not be made until advance public 
notice of such intention to purchase had been given by Bond & Share in a manner 
satisfactory to the Commission. The plan also provides that Bond & Share will 
file with the Commission monthly reports relating to any purchases or sales of 
the Foreign Power stock made by Bond & Share during the preceding calendar 
month. It also provides that Bond & Share will not purchase any senior secur- 
ities of Foreign Power without permission of the Commission. 


D. Investment program 


In connection with the investment program of Bond & Share, the plan pro- 
vides that Bond & Share will make no investments in securities of any do- 
mestic public utility holding company or domestic public utility company which 
will make such company an affiliate of Bond & Share. Additionally, Bond & 
Share will make no purchases of any voting securities of any holding company 
or publie utility company in the United States, which company was formerly a 
direct or indirect subsidiary of Bond & Share except that Bond & Share may 
purchase stock of United as heretofure discussed. The plan also provides that 
Bond & Share, without prior approval of the Commission, will not purchase any 
voting securities of any domestic holding company or domestic public utility com- 
pany, except as previously noted concerning Foreign Power and United, to which 
Ebasco is currently rendering service, and that Ebasco will not render any serv- 
ice to any domestic public utility holding company or domestic public utility 
company (except United and Foreign Power) of which Bond & Share owns any 
voting securities. 


E. National Research 


Bond & Share requests that the Commission modify its order of November 
21, 1950, concerning the tripartite contract among Bond & Share, United & Na- 
tional Research Corp., so as to remove any impediments to the continued par- 
ticipation in that contract by Bond & Share. 


F. Other matters 


The plan contains provisions for modifications, withdrawal and changes in 
the manner or method of carrying out the plan. Additionally, Bond & Share 
reserves the right, at any time prior to approval of the plan, to file appropriate 
applications and declarations with the Commission to separately effect certain 
of the transactions proposed in the plan. Any transactions thus separated and 
consummated pursuant to Commission approval shall have the effect of with- 
drawing that particular transaction from the plan. 


APPLICABLE STATUTORY STANDARDS 


In order to approve a plan filed under section 11 (e) of the act, we must find 
such plan necessary to effectuate the provisions of section 11 (b) of the act and 
fair and equitable to the persons affected by it. 

Both the courts and the Commission have held that a plan is necessary under 
section 11 (e) if it provides an appropriate means of achieving the results re- 
quired by section 11 (b), although it might not be the only plan capable of effec- 
tuating the provisions of the act.” In considering whether the plan meets the 
statutory tests of necessity and fairness, we must also consider the congressional 
policy expressed in section 11 (e) which is designed to encourage voluntary 


% Lahti v. New Bagioné Power Association, 160 F. 2d 234 (C. A. 1, 1947)); In re Elec- 
tric Power & Light Corporation, 176 F. 2d 687 (C. A. 2, 1949); The Commonwealth € 


Southern Corporation, Holding Company Act release No. 8633 (Nov. 23, 1948) ; The United 
Corporation, Holding Company Act release No. 10614 (June 15, 1951). 
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compliance by holding companies, thereby obviating recourse to the compulsive 
provisions of the act.” Since the plan purports to bring Bond & Share into full 
compliance with the standards of the act, we must determine whether the plan 
meets the statutory objectives of section 11 (b) or whether further action must 
be taken under that section of the act to assure compliance. 

In determining whether Bond & Share’s plan will result in complete com- 
pliance with the mandate of section 11 (b), we must take up the separate com- 
ponents of the program from the appropriate statutory vantage points. In 
so doing, we shall first consider under the necessity standards the question of 
Bond & Share’s remaining in existence over Foreign Power and Ebasco and 
functioning as an investment company; and secondly, the question of the pro- 
posed disposition of United stock from the viewpoint of the time involved and 
the extent of the disposition proposed. In considering the fairness of the plan 
we shall discuss the method of disposition of United stock, its effect upon the 
stockholders of Bond & Share and the impact of Bond & Share’s overall pro- 
gram upon its stockholders. 

NECESSITY 


1. Whether Bond & Share may remain in ewistence retaining Foreign Power and 
Ebasco, and function as an investment company 


The present plan of Bond & Share purports to resolve the remaining problems 
of Bond & Share under the act through the continuation of Bond & Share as an 
exempt holding company retaining its interests in Foreign Power and Ebasco 
and having a pool of capital available for investment. Certain of the partici- 
pants contend, however, that the only appropriate remedy under the act is the 
dissolution of Bond & Share and the distribution of its assets to the stockholders. 

In our findings and opinion of February 6, 1952, we pointed out that the 

question of Bond & Share’s becoming an investment company was not then in 
issue, stating: ” 
“* * * Tn the past we have recognized that transformation into an investment 
company is a permissible method of ceasing to be a holding company and have 
approved such action under appropriate circumstances. Accordingly, although 
we make no findings herein with respect to Bond & Share’s proposal to become 
an investment company, in order fully to consider Bond & Share’s arguments 
we have in connection therewith assumed its continuance as proposed by it.” 

We could not at that time pass upon the question of Bond & Share’s becoming 
an investment company by reason of the fact that the plan then before us 
proposed the retention of a controlling interest in United. On the assumption 
that Bond & Share will not be in even an affiliated relationship with United 
or any other domestic utility, we observe no reason why Bond & Share would not 
be entitled to the same consideration as other holding companies which have 
been permitted to transform themselves into investment companies.” Based upon 
eareful analysis of the statute and our precedents thereunder, we are of the 
opinion for the reasons set forth hereafter, that dissolution of Bond & Share is 
not compelled by the act, and the investment company proposal promises a 
satisfactory method of compliance. 

Where we have directed the dissolution of holding companies, we have found 
such companies useless and unnecessary corporate complexities, as in the case 
of American and Electric. In those cases, the holding company, absent dis- 
solution, would have continued over domestic operating utility companies which 
would be detrimental to the interests of investors and consumers. Since the 
program of Bond & Share provides for the elimination from its portfolio of all 
domestic utility interests so that there would be no affiliated relationships, we 
do not have the same statutory concern with the continuance of the company.” 


36 American Power & Light Company v. SEC, 329 U. S. 90, 119 (1946). See also S. Rept. 
No. 621, 74th Cong., 1st sess., p. 38, wherein the comment on the predecessor, sec. 11 (e) of 
S. 2796 was “subsection (e) expressly authorized a holding company subject to the ap- 
proval of the Commission and the Court to work out a plan of reorganization to make 
unnecessary the issuance of an involuntary order for its reorganization. 

a7 Hlectric Bond and Share Company, Holding Company Act release No. 11004 at p. 11. 

38 Utilities Power & Light Corporation, 5 SEC 488 (1939),: International Utilities Cor- 
poration, Holding Company Act release No. 6181 (Nov. 1945): The United Corporation, 
Holding Company Act releases Nos. 10614 (June 15, 1951) and 10643 (June 26, 1951). 
That the investment company could under appropriate circumstances serve as a satis- 


ne medium of compliance with the act was expressly envisaged by Congress. See 
e. g., S. Rep »t. No. 621, 74th Cong., Ist sess. (1935), pp. 2, 13, 14: Hearings before the Sen- 
ate Ussamittse on Interstate Commerce on §. 1725, 74th Cong., Ist sess. (1935), pp. 210, 


296; Hearings on H. R. 5423 before the House Committee on Interstate and Foreign Com- 
merce, 74th Conz., Ist sess. (1935) p. 333 


% Sse National Power & Light Company, Holding Company Act release No. 10640 (June 
6, 1951). 
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We accordingly observe no basis for directing the dissolution of Bond & Share 
provided that its program in other respects constitutes compliance with the 
act. 

If we should find that the program of Bond & Share with respect to the dis- 
position of the United stock will result in the termination of any holding com- 
pany relationship with respect to United, then Bond & Share would be a holding 
company solely by reason of its holding of the stock of Foreign Power. Thus, 
in considering whether Bond & Share might have an exemption from the act 
as a holding company, we believe it appropriate to consider the status of Bond 
& Share with Foreign Power as its sole public utility subsidiary.“ As we have 
previously pointed out. Foreign Power itself comes within the exemptive pro- 
visions set forth in section 3 (a) (5) of the act,“ although we heretofore denied 
Foreign Power the complete exemption from the act which it sought because its 
security structure violated section 11 (b) (2), and also because it was a sub- 
sidiary of Bond & Share, while Bond & Share was at the same time a holding 
company with respect to domestic utility companies.” 

Since that time we have approved a plan for the reorganization of Foreign 
Power, which plan has now been consummated.* The corporate structure 
problems of Foreign Power which formerly constituted a bar to exemption of 
Foreign Power as a holding company have now been eliminated and Foreign 
Power would be entitled to an exemption unless, under section 3 (a), the con- 
trolling influence of Bond & Share should be found detrimental to the public 
interest and the interest of investors. 

The plan of Foreign Power which we have approved seeks by charter provi- 
sions to protect the public minority interest by requiring a certain percentage of 
the public stockholders’ votes in order to take affirmative action with respect to 
certain vital corporate matters. These charter provisions are designed to pre- 
vent exploitation by the majority stockholders and disenfranchisement of the 
minority. Additionally, Bond & Share, in the Foreign Power proceedings, has 
committed itself to rendering services at cost to Foreign Power. Since this 
provision is not set forth in the instant plan, we would require that the plan be 
amended to provide that as long as Bond & Share shall be an affiliate of Foreign 
Power, Bond & Share and its subsidiaries (excluding Foreign Power or any 
subsidiary of Foreign Power), will perform service operations for Foreign 
Power and its subsidiaries at cost. 

Under these circumstances, we are of the view that the continuation by Bond 
& Share over Foreign Power is not prejudicial or detrimental to the interests of 
investors of Foreign Power or of Bond & Share, and, therefore, believe that 
Bond & Share could enjoy the same status with respect to an exemption from 
the act under section 3 (a) (5) as would Foreign Power. 

Objections have been made to the retention by Bond & Share of Ebasco to- 
gether with Foreign Power on the grounds that Ebasco is not “reasonably inci- 
dental or economically appropriate to the operations of one or more integrated 
public utility systems * * *.” This approach misconceives the scope of section 
11 (b) (1) and the exemptive provisions of section 3 (a) (5). A foreign hold- 
ing company system need not meet the integration standards of section 11 (b) 
(1) nor consequently need it meet the tests as to the additional businesses set 
forth therein.“ 

We have previously described the nature of Ebasco’s operations.” Were Bond 
& Share to continue as a domestic holding-company system, we would find the 
retention of Ebasco, performing as it does extensive services for domestic utility 
companies outside the Bond & Share system, inconsistent with the standards of 
the act. We do not observe any adverse tendencies under the act by reason 
of Ebasco’s operations, in conjunction with Bond & Share’s holdings of Foreign 
Power. We shall, however, discuss in a later portion of this opinion the ques- 
tion of the role of Ebasco in connection with the program of Bond & Share to 
invest in domestic utility enterprises. 





#0 See International General Electric Co., Inc., 1 SEC 810 (1936). 

41 American & Foreign Power Company Inc., 6 SEC 396; Holding Company Act re- 
lease No. 11004 (Feb, 6, 1952). 

426 SEC 396 (1939). 

#@ American & Foreign Power Company, Inc., Holding Company Act release No. 10870 
(Nov. 7, 1951), approved 102 F. Supp. 331 (D. C. Me. 1952) affd. sub. nom. Kantor v. 
American & Foreign Power Company Inc., 197 F. 2d 307 (C. A. 1, 1952). 

44 See North American Comnany y. 8. BF. C., 327 U. S. 686. 695 (1946) : see Public Service 
Corporation of New Jersey, Holding Company Act Release No. 8002 (February 17. 1948). 

See Electric Bond and Share Company, Holding Company Act Release No. 11004 
(February 6, 1952). 
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For the reasons heretofore stated, we conclude with respect to this aspect of 
the plan that Bond & Share may continue in existence as an investment company 
holding Foreign Power and Ebasco; that insofar as that aspect of the program 
is concerned, it would be entitled to an exemption from the act upon appropriate 
application therefor and subject to such terms and conditions as we might then 
deem appropriate. 

Under such an exemption, Bond & Share could pursue the same type of invest- 
ment program as though it had ceased to be a holding company. As we have 
noted previously, the exemption afforded by section 3 (a) (5) manifests that 
there was not the same Congressional concern with holding companies whose 
subsidiaries operate outside of the United States. The latitude for operations 
of such foreign companies is greater than that of domestic companies, and would 
permit such a holding company to employ its capital for general investment. 
Accordingly, we find that this aspect of the plan meets the “necessity” standards 
of the act, subject to our finding the plan otherwise fair to the stockholders of 
Bond & Share, and subject to the restrictions which we shall set forth in a later 
portion of this opinion dealing with the investment company operations. 

Our next question relates to the program proposed for disposition of the 
United stock and we shall consider that from the viewpoint of the necessity 
standards and of our order of February 6. 1952. 


2. Bond & Share’s program for disposition of the United stock 


As previously indicated, Bond & Share proposes to dispose of an amount of the 
common stock of United (not less than 2,598,750 shares) which will by the end 
of the year 1955, reduce Bond & Share’s holdings of the United stock to less than 
5 percent of the total shares outstanding. The disposition of the United stock 
is to be accomplished by making a capital distribution of 656,250 shares; by 
selling 1,312,500 shares on a rights basis; and by distributing 630,000 shares as 
dividends to the stockholders of Bond & Share. 

Upon the completion of the divestment program at the end of the year 1955, 
Bond & Share’s holdings of United stock would be reduced to approximately 
4.85 percent of that stock. Bond & Share requests that the Commission now 
find that upon the completion of such dispositions an exemption shall be automati- 
cally effective, without further order of the Commission. 

We shall consider the program under the necessity standard with respect to 
United from the following viewpoints: (a) Whether Bond & Share may retain 
an interest in United; and (b) whether the time proposed for making the dis- 
positions is in accordance with the standards of the act. 

A. Retention of an interest in United.—As noted in our findings and opinion of 
February 6, 1952, we denied Bond & Share relief from its commitment to dispose 
of the steck of United and directed Bond & Share to make such disposition, but 
we recognized that Bond & Share might under appropriate circumstances be 
allowed to retain a part of that stock. 

We view the Bond & Share application for relief from its commitment as 
coming within the purview of sections 9 and 10 of the act. Since the act clearly 
forbids the retention under common control of any substantial domestic utility 
properties together with foreign utility properties, it was declared that the 
acquisition by Bond & Share of the United stock contravened the standards of 
section 10 and could not be approved. Since the application for relief from the 
commitment showed no new facts under the standards of section 10, the applica- 
tion for relief accordingly had to be denied under those sections. Bond & Share 
sought to sustain its position that it could hold its 27 percent interest in United 
and be relieved of its commitment on the basis that it was entitled to an exemp- 
tion under section 3 (a) (5) of the act and that, therefore, being exempt no 
action could be taken with respect to the United stock. We rejected that conten- 
tion for the reasons set forth in our opinion. 

The present application of Bond & Share recognizes that it may not retain 
both a foreign and a domestic utility system, and is based upon Bond & Share’s 
prospective exemption with respect to the foreign system, and its intention not 
to become or remain a holding company or an affiliate with respect to any 
domestic utility. If Bond & Share were an exempt company, the acquisition of 
less than 5 percent of the United stock would not be subject to sections 9 and 10. 
Such an acquisition would be distinguishable from the proposed acquisition of 
27 percent of the United stock which we considered and rejected in our findings 
and opinion of February 6, 1952, because, even were Bond & Share an exempt 
holding company, a 27 percent acquisition creates an affiliate relationship and 
is subject to sections 9 and 10. 
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We do not believe that it is now necessary to determine whether upon the con- 
summation of the entire proposed program, Bond & Share may enjoy the exempt 
status which it seeks, That determination must await the actual disposition, 
and be weighed in the light of the circumstances existing at that time. We 
observe at this time, however, that the proposed dispositions have the tendency 
required by the act. If, when Bond & Share has reduced its holdings of United to 
less than 5 percent it is able to demonstrate that there is no affiliation between 
it and United, it may then be entitled to the exemption it now seeks. The deter- 
mination of whether such exemption may be granted, however, must await the 
completion of the disposition program, and Bond & Share must then satisfy the 
standards of the act by showing that it does not stand in such relation to United 
“that there is liable to be such an absence of arm’s-length bargaining in trans- 
actions between them as to make it necessary or appropriate in the public interest 
or for the protection of investors or consumers that Bond & Share be subject to 
the obligations, duties, and liabilities imposed in this title upon affiliates of a 
company” (sec. 2 (a) (11) (D)). Until Bond & Share is in compliance with 
the act an application for exemption from it cannot be considered, since exemp- 
tion cannot be a substitute for compliance but may in the situations enumerated 
in section 3 be a consequence of it. 

For these reasons, we find it unnecessary at this time to modify our order of 
February 6, 1952, or to make any determination with respect to Bond & Share’s 
acquisition of 4.9 percent of the United stock, and accordingly need not pass upon 
the committee’s contention that we are without power to modify that order. We 
affirmatively find that the dispositions proposed are consistent with our findings 
and opinion and order of February 6, 1952. 

For the reasons set forth, we also deny Bond & Share’s request that an exemp- 
tion become automatically effective upon completion of the dispositions as pro- 
posed in the plan. We reserve jurisdiction to take appropriate action in that 
respect at the proper time. 

B. Length of time proposed for disposition—Bond & Share’s plan, proposing 
that it dispose of all but just less: than 5 percent of the United stock is to be 
completed by the end of the year 1955. Bond & Share’s stated justification for 
the length of time contemplated in this program is to “provide a means for con- 
verting a substantial portion of the capital now represented by our United Gas 
holdings into cash in an orderly manner and over a period of time so as to 
facilitate the gradual investment of such capital in nonutility undertakings.” 

Bond & Share’s interest in availing itself of cash from dispositions of the 
United stock at such times as may be desirable from the viewpoint of the 
company must be considered in the light of the statutory policy of expeditious 
compliance with its mandate. Our order of February 6, 1952, directed Bond & 
Share to “proceed to take appropriate steps for the expeditious disposition of 
the aforesaid common stock of United.” Difficulties presented by excessive 
ingestion of cash cannot constitute justification for unreasonably delaying com- 
pliance. To the extent therefore that the program presented extends beyond 
the time required for expeditious compliance by reason of the company’s desire 
to reinvest funds gradually, the program would require modification even if it 
results in the company’s having a lesser amount of cash available for investment. 

In considering what constitutes a reasonable time, we must consider the aims 
of the company, the interests of stockholders, and the desirability of prompt 
resolution of the company’s problems under the act. While the “act does not 
contemplate or require the dumping or forced liquidation of securities on the 
market for cash,”” it does not, on the other hand, permit unduly extended 
programs. 

Under Bond & Share’s program, the company would realize from the sales 
and distribution of United stock approximately $10,600,000 in 1952, $16,300,000 
in 1953, $11 million in 1954, and $5,700,000 in 1955." The amounts to be realized 
in 1954 represent approximately $5,300,000 from the sale of stock and approxi- 
mately $5,700,000 from dividend income retained hy paying out 210,000 shares 
of the United stock as a dividend distribution. The $5,700,000 in 1955 is due 
entirely to the pay out of 210,000 shares of the United stock as a dividend in that 
year.” 

At the end of 1952, giving effect to the rights offering already approved, 
Bond & Share will have approximately $35 million in cash and cash items. By 





50 North American Company vy. 8S. F. C., 327 U. 8. 686, 709 (1946), 
51 This assumes a market price of $27 and a discount of 25 percent on the rights offering 
52The dividend payments in the stock of United are in substitution of cash distribution 


based on net income, thereby increasing the pool of capital to the extent of cash retained. 
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the end of 1954, it will have also realized from the disposition of the United 
stock an additional amount of approximately $27,300,000. If Bond & Share 
shall have been able to invest these sums, it should have no difficulty in absorb- 
ing the additional amounts which under its program would not be realized until 
1955. On the other hand, the inability to invest these funds with reasonable 
diligence would constitute valid reason for distributing the unusable excess, 
since it would be to the greater interests of the stockholders to have this cash 
than to have it remain sterile in the company. 

It should be noted in connection with the time proposed for disposition of the 
United stock that Bond & Share acquired 295,128 shares of the United stock 
pursuant to a rights offering of United in 1951. The acquisition of those shares 
was subject to the same commitment of divestment as the shares acquired in 
connection with the Electric reorganization, except that it was recognized that 
the funds used for the purchase of the shares in 1951 were derived from what 
would otherwise be Bond & Share’s capital pool. While this may constitute a 
reason for distinguishing the two acquisitions as to method of disposition, the 
later acquisition cannot afford a basis for extending the time necessary to reduce 
ond & Share’s holdings of United stock as required by the act. 

In determining whether the program proposed by Bond & Share for disposing 
of the United common stock is reasonably expeditious we note that the present 
market value of the stock to be disposed of is approximately $70 million. There 
appears little doubt that a sale of this magnitude, either by a public offering or 
through a rights offering to Bond & Share stockholders, would adversely affect 
the value of the United stock and consequently be unfair to Bond & Share’s 
stockholders. In addition we believe the ability of the company to profitably 
reinvest the funds received from the disposition may be given consideration so 
jong as the period for disposition is not unduly prolonged. On the other hand, 
we note that under Bond & Share’s program the period of divestment is extended 
a full year to enable the company to distribute as a dividend 210,000 shares of 
the United stock in the year 1955. The present value of these 210,000 shares 
of United’s stock is approximately $5,500,000. 

Under these circumstances, we believe it is unreasonable to extend the period 
of divestment for a full year for these 210,000 shares of United’s stock. We do 
not believe that the inclusion of these 210,000 shares in the earlier years’ divest- 
ment will adversely affect either the value of the United stock or the opera- 
tions of Bond & Share. In our view the program for disposing of the United 
stock should be completed not later than 2 years from the effective date of the 
plan. We shall indicate in our ensuing discussion with respect to fairness our 
view as to the appropriate method of accomplishing this result. 

The contention has been made by various of the participants that the Com- 
mission may not grant any additional time to Bond & Share for disposition 
of the United stock since it is now in default on its commitment made upon the 
acquisition of that stock to dispose of it within 1 year from the date of such 
acquisition. While that contention has some appearance of technical support 
in the provisions of section 11 (e) of the act,™ which provides that the Com- 
mission may extend such time for an additional year, we believe it to be with- 
out rational support from the viewpoint of accomplishment of the overall 
statutory objective. 

Section 11 (e) applies where the Commission has issued an order under sec- 
tion 11 (b) directing the action to be taken to comply with that section of the 
act. The contention that the program proposed contravenes section 11 (c) ig- 
nores the congressional policy of favoring voluntary compliance with the act as 
set forth in section 11 (e). In the instant case, we have found that the plan 
meets the necessary standard of section 11 (e). 

Acceptance of the argument that section 11 (e) is a bar to approval of the 
plan would necessitate our interpreting the act as requiring compliance with 
every section 11 (b) order within 2 years. Such an interpretation is not war- 
ranted by the express words of the statute, the congressional history, or our 
consistent administrative practice under the act. The present section 11 (c¢) 
and section 11 (e) provisions are in substitution of the original provisions of 


* Section 11 (c) provides: 

“(e) Any order under subsection (b) shall be complied with within 1 year from the date 
of such order; but the Commission shall, upon a showing (made before or after the entry 
of such order) that the applicant has been or will be unable in the exercise of due diligence 
to comply with such order within such time, extend such time for an additional period 


not exceeding 1 year if it finds such extension necessary or appropriate in the public 
interest or for the protection of investors or consumers.” 
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S. 2796, a predecessor bill which provided that within 5 years all companies 
should cease to be holding companies.“ The section of the enacted bill was 
designed to provide greater flexibility and to encourage voluntary compliance 
with the act, and was not intended to restrict the Commission so as to make 
mandatory the use of the compulsive process of section 11 (d) at the end of 
2 years. In our view the provisions of section 11 (e) constitute a limitation 
upon the Commission’s power to resort to the compulsive process of section 
11 (d) but are not intended to restrict the broad powers of the Commission 
under section 11 (e). 

To adhere to the contention urged by these participants would require im- 
mediate disposition in any case where such disposition was ordered and not 
accomplished in the 2-year period even though such disposition might be adverse 
to the interests of security holders. In such case, the plan, of course, could 
not be fair and we could not approve it. In any case, where we to seek to 
compel divestment at the end of the 2-year period, we would have to do so 
under the provisions of section 11 (d) of the act which in itself would require 
further extended proceedings, and would continue the existing uncertainties 
concerning Bond & Share. 

Having found that the plan, subject to the modifications herein set forth, it 
necessary to effectuate the provisions of section 11 (b) of the act, and is con- 
sistent with our order of February 6, 1952, we shall consider next under the 
standard of fairness the operation of the method of disposition of the United 
stock and the effect of the plan on the stockholders of Bond & Share. 


FAIRNESS OF THE PLAN 


In our discussion of the plan under the necessity requirements of the act, we 
found that Bond & Share is not required to dispose of its holdings of Foreign 
Power and Ebasco. We also found that the program for disposing of the 
United stock would meet the necessity requirements if it were accomplished 
not later than 2 years after the effective date of the plan. 

Our principal problems under the fairness standards of the act concern the 
method proposed by Bond & Share for disposing of the United stock and its 
effect on the Bond & Share stockholders. Since Bond & Share has outstaund- 
ing only a single class of securities, namely, common stock, there is no prob- 
lem of allocation of securities among different classes of security holders. 

As previously noted, Bond & Share proposes to dispose of 2,598,750 shares of 
United’s common stock having a present market value of approximately $70 mil- 
lion. The plan provides that this stock be disposed of in three ways: (1) 
through a capital distribution to Bond & Share’s stockholders; (2) through 
sales to such stockholders on rights, and (3) through distributions to such 
stockholders in lieu of cash dividends. The schedule of dispositions set forth 
in the plan is as follows: 


Method of disposition (shares) 





| | - 4 = - 
Year of disposition | Capital Rights to Dividend Total 


distribution stockholders | distribution 
| rN 3 ae 3 | 





eee ee ec 656, 259 | 


ae 525,000 |. ad 1, 181, 250 
19653 .. ..- Bae 525, 000 210, 000 735, ON 
0 EN Seer ee i Riese. Bees 262, 500 | 219, 000 | 472, 500° 
Peas ‘ Se Se ee bee tchiatid <aeb+]424--- ida 210, 000 | 210, 000 

eee i hoes Se 656,250 | 1,312, 500 | 630,000 | 2, 598, 750 





The capital distribution of 656,250 shares shown in the above table to be made 
in 1952 represents an outright distribution to Bond & Share’s stockholders and 
would be made as soon as practicable after approval of the plan but no more 
than 90 days after such approval. Under this step of the program the stock- 
holders of Bond & Share would receive 1 share of United for each 8 shares of 
Bond & Share’s stock. 

As indicated by the above table, the plan provides for the disposition of 
1,312,500 shares of United’s common stock through 3 rights offerings to Bond 


See American Power & Light Company v. S. FE. C., 329 U. S. 90, 114 (1946). 
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& Share’s stockholders. The first 2 of these rights offerings in the amounts of 
525,000 shares each would offer Bond & Share’s stockholders the right to pur- 
chase 1 share of United’s stock for each 10 shares of Bond & Share’s stock. The 
third rights offering in the amount of 262,500 shares proposed to be made in 
1954 would be on a 1-for-20 basis. The plan provides that the stock to be sold 
on rights would be offered to Bond & Share’s stockholders at a discount of not 
less than 25 percent of the market value of the United stock at the time of such 
offerings. 

As noted, on November 6, 1952, the Commission approved a separate applica- 
tion-declaration permitting Bond & Share to offer to its stockholders in the year 
1952 the initial rights offering set forth in the above table and the withdrawal 
of that rights offering from the plan. This offering has been made at a dis- 
count on the United stock in the amount of approximately 13 percent of the mar- 
ket value of the United stock rather than the not-less-than-25-percent discount 
proposed in the plan. Bond & Share stated, however, that it would increase the 
number of shares of United’s stock proposed to be distributed as a capital dis- 
tribution so that the total value of the capital distribution and discount would 
remain the same as proposed in the plan. 

As more fully set forth in our findings and opinion approving that proposal, 
the stated reason for lowering the discount on the initial rights offering was 
the concern expressed by N. C. McGowen, president of United, that so large a 
discount might adversely affect United’s own financing plans. McGowen testi- 
fied that United expected to sell common stock in the summer of 1953; that he 
would prefer to sell such stock on a rights basis to United’s stockholders; and 
that he believed that a previous offering by Bond & Share of its United stock at 
a 25-percent discount might be prejucicial to the offering by United. He ex- 
pressed the belief that the discount should be between 10 percent and 15 percent.” 

The dividend distributions shown in the tabulation in the years 1953, 1954, and 
1955 at the rate of 210,000 shares of United per year represent distributions in 
lieu of cash dividends. The value of these 630,000 shares represents Bond & 
Share’s estimate of the amount of cash dividends which the company might 
otherwise pay out. The plan proposes that Bond & Share distribute as divi- 
dends that number of shares of United’s common stock, the market value of 
which at the time or times of the declarations will aggregate approximately 90 
percent of Bond & Share’s estimated net income for the calendar year in which 
such dividends are declared. 

In considering the fairness of the plan two important factors to be taken 
into consideration are the value of the distributions to be made to Bond & 
Share’s stockholders and the cost to such stockholders of the stock to be offered 
on a rights basis if they desire to maintain their investment in the United stock. 
On the basis of a market price for the United stock of $27 a share, the aggregate 
inarket value of the capital distribution of 656,250 shares of United’s stock 
amounts to $17,718,750. Using the same price, the market value of each of 
the dividend distributions of the United stock to be made in 1953, 1954 and 1955 
would amount to $5,670,000 or an aggregate of $17,010,000. Since these divi- 
dend distributions are being made in lieu of cash dividends it must be considered 
that the stockholders are actually purchasing such stock at its full value. In 
order to acquire the 1,312,500 shares of United proposed to be sold on a rights 
basis the Bond & Share stockholders would be required to invest $26,578,125 for 
securities having an aggregate value of $35,437,500, resulting in a total discount 
of $8,859,375. Of the $26,578,125 investment necessary to acquire the United 
stock, $10,631,250 would be required in each of the years 1952 and 19538 and 
$5,815,625 would be required in 1954. From an overall standpoint, Bond & 
Share’s stockholders will receive 2,598,750 shares of United’s common stock 
having an aggregate market value of $70,166,250 for an investment of $43,588,125, 
resulting in a total value of the distributions (capital distributions and rights) 
to such stockholders of $26,578,125, which represents 38 percent of the total 
value of the stock to be disposed of. 

We have previously pointed out that in its separate application covering the 
initial rights offering, Bond & Share proposed that the discount on the stock to 
be sold thereunder be reduced to between 10 percent and 15 percent because of 
the possibility expressed by United that disparate discounts might be preju- 
dicial to United’s sale of stock. We also pointed out that Bond & Share stated 
that it would increase the number of shares to be distributed as a capital 


%* Electric Bond & Share Co., Holding Company Act release No. 11574 (November 
6, 1942). 
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distribution so that the total distributions (capital distribution plus rights) to 
the stockholders would not be reduced by reason of the reduction in the discount. 
We also note that for many years United has been a fast-growing company 
requiring substantial amounts of new money. Since we cannot be assured at 
this time that United will not be required to issue additional common stock in 
1954 or 1955, we believe the reasons compelling the reduction in the discount 
on the initial rights offering are equally applicable to rights offerings to be 
made later in the program. Consequently, we believe that any of the United 
stock sold by Bond & Share on a rights basis should be sold at a discount rang- 
ing from 10 percent to 15 percent. 

In our discussion of the plan under the necessity standards of the act we 
found that the program for the disposition of the United stock must be com- 
pleted not later than 2 years from the effective date of the plan. Because of 
this and because of the need for reducing the discount on the United stock 
to be sold on a rights basis, we cannot approve the program proposed by Bond 
& Share. In our opinion the program should be revised as set forth in the 
following table: 

Method of disposition (shares) 


Year of disposition Capital | Rights to Dividend Total 
distribution | stockholders distributions 











1952____----------n---n-n22eeneeeeeeeeoeeenoo| 892, 500 | 525, 000 | eka 1,417, 500 
renee eee ere re ii. « cag f 210,000 | 210, 000 
POPNAL ose hoki n case eds anac pasesee fone if 525,000}, 210, 000 | 735, 000 

| 1, 050, 000 | 420, 000 2, 362, 500 


dis Eenciiianrnimieie Set ee perences ---| 892, 500 





In formulating the above program we have been guided by two principal ob- 
jectives, namely, to accomplish the program not later than December 31, 1954, 
and to make the initial capital distribution as large as possible consistent with 
the stated desires of the company. The capital distribution to be made as soon 
as practicable after approval of the plan will be on the basis of 17 shares of 
United for each 100 shares of Bond & Share rather than 12.5-for-100 basis 
provided in the plan. This is an increase of 236,250 shares over the plan and is 
largely the result of the elimination of the last divided distribution and the 
reduction in the discount on the stock to be sold on a rights basis. The number 
of rights offerings would be reduced to two, both of which would be on a 
1-for-10 basis and at discounts ranging from 10 to 15 percent. The initial rights 
offering is, of course, the offering we approved in the separate application- 
declaration filed by Bond & Share. The second offering could be made in either 
153 or 1954, provided that such rights offering be completed prior to 2 years 
after the effective date of the plan. 

It will be noted that the above program provides for the disposition of 2,362,- 
500 shares of United’s common stock which is 236,250 shares less than provided 
in the plan. Bond & Share would be free to dispose of this stock on such terms 
as it deems appropriate prior to 2 years after the effective date of the plan. 
This stock could be sold either on a rights basis or a straight sale or distributed 
as dividends or a capital distribution. 

Under the plan stockholders of Bond & Share would receive 656,250 shares 
of the United Stock as a capital distribution and would be entitled to subscribe 
to 1,312,500 shares on rights offerings. Under the revised program the capital 
distribution will amvunt to 892,500 shares, and the stockholders of Bond & 
Share will be offered not less than 1,050,000 shares on rights. 

Under the revised program suggested above, the value of the distributions to 
Bond & Share’s stockholders (capital distribution, and discount on the rights 
offering) will amount to $27,772,500, as compared with $26,578,125 under the 
plan. The amount of cash required to be invested pursuant to the rights offer- 
ings would be reduced from $26,578,125 to $24,675,000. 

The following table shows a comparison of the value of the capital distribu- 
tions and rights to Bond & Share’s stockholders under the plan as filed and the 
revised program. It will be noted that under the revised program a greater part 
of the distributions is attributable to the capital distribution to be made 
immediately. 
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TH 
| 
| Plan as filed | Plan as revised 


[hr 





soon heepaatenane se LO eae en Te aus. $17,718,750 | $24, 097, 500 
TN ish s inrcaethd cit ids—dudacisdudscuslecnc te es Shalit. -| 1 8, 859, 375 2 3, 675, 000 
Pe es es oaronamenvepeneninen et? tt ees --| 26,578, 125 | 27, 772, 500 

' At 25 percent discount. 

? At 13 percent discount. 


Disregarding the United disposition to be made in 1952. sound & Share’s 
assets at December 31, 1952, will consist of its holdings in Foreign Power, 
Ebasco, and approximately $23 million of cash and cash items in addition to 
its present holdings of 3,165,781 shares of United's common stock. Under the 
plan Bond & Share would have received approximately $43,500,000 for the 
2,598,750 shares of the United stock to be disposed of as compared with approxi- 
mately $42,400,000 under the revised program. Thus the effect of the revised 
program on the Bond & Share pool of capital will not be material. 

Representatives of common-stock holders object to the plan because it does 
not provide for a complete capital distribution of Bond & Share’s holdings of 
the United stock. The main argument in this respect is that it is unfair to 
offer the United Stock on a rights basis because in past rights offerings by 
Bond & Share a substantial number of its stockholders elected to Sell their 
rights rather than to exercise them. 

In considering this objection, it should be pointed out that there is no statu- 
tory requirement that securities required to be Cisposed of must be distrib- 
uted to a company’s stockholders. Especially is this so where a company is 
not required to dissolve and can use the proceeds from the sale of such securi- 
ties in its operations. Moreover, the sale of Securities through rights offerings 
to a company’s stockholders is an acceptable and widely used method and is in 
many cases preferable to Selling such securities through a publie offering or 
otherwise. This is particularly true where no underwriting is involved in the 
rights offering and consequently the costs are comparatively low. In fact. the 
Commission has adopted the policy of requiring companies subject to the act 
Selling new common stock to offer such stock to their stockholders on a rights 
basis, except in unusual circumstances. The mere fact that a large humber of 
stockholders elect to Sell their rights does not mean that they have been treated 
unfairly.” In a rights offering each stockholder is the judge of what is best 
in his individual circumstances and, if he elects to sel] his rights, he presumably 
Will receive the value of them in cash. 

In addition, as already indicated. Section 11 (e) of the act places the initial 
responsibility upon the company to formulate plans to bring the company into 
compliance with the act. When such plans are presented and found to meet 
the necessity and fairness requirements of the act, they may be approved even 
though another program might also achieve the desired Statutory objectives. 
The Commission has always allowed management of holding companies, who 
owe a responsibility to all of the stockholders, the widest discretion in selecting 
the steps the companies should take to comply with the act. Since we have 
found that the plan of Bond & Share, if amended as we have Suggested, will 
meet the necessity and fairness Standards and bring about the desired statutory 
objectives, we must overrule the commnittee’s objection. 

Objection is made to the plan by stockholders’ representatives because it does 
hot provide that dissenting stockholders may withdraw their proportionate 
Share of the assets from the enterprise. In Support of this contention, it is 
argued that the withdrawal of Bond & Share from the domestic utility field and 
its proposed operation as a specialized investment company is such a substan- 
tial change in the nature of the business of the company as to, in effect, con- 
stitute a new enterprise. In addition it is asserted that the proposed invest- 
ment program is so speculative as to endanger the equity of the stockholders 
of Bond & Share. It is contended that under those circumstances it is unfair 
to force stockholders either to retain their investment in the company or to sel] 
their stock in the open market. In addition, the objecting stockholders urge 
that in any event there should be a vote of Bond & Share’s Stockholders on the 
question of whether or not Bond & Share should transform itself into an invest- 
ment company. 
meninbtinibtibicietiticiasas 


5° The Columbia Gas System, Ine., Holding Company Act Release No. 9730 (March 13, 
1950). 
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These arguments are not predicated upon any express provision of section 11 
that plans of compliance thereunder afford a cash or other withdrawal alterna- 
tive to dissenters or that plans be made dependent upon a vote of stockholders. 
Indeed a major purpose of the reorganization provisions of section 77B of the 
Bankruptcy Act, which had been adopted only the year prior to the enactment 
of the Holding Company Act, was to eliminate the necessity for cash payments 
to dissenters which had proved a cumbersome aspect of the nonstatutory pro- 
cedures for reorganization in equity receiverships.” This circumstance, together 
with indications in the legislative background of the Holding Company Act itself 
that its reorganization provisions were intended to avoid forced liquidations, 
make it clear that there is no inherent necessity for a cash alternative in 
section 11 plans. Similar considerations are applicable, we believe, to affording 
other withdrawal options. 

While the bankruptcy reorganization procedures are generally made dependent 
upon a vote, section 11 of the Holding Company Act contains no provisions for 
a vote. An obvious reason, we believe, is that Congress could not have intended 
to give security holders a veto power over the achievement of action deemed 
necessary in the public interest. A great number of plans under section 11 have 
been approved by the Commission and upheld by reviewing courts which have 
neither accorded a cash or other withdrawai alternative to dissenters nor have 
been dependent upon a security holders’ vote. Such plans, moreover, have gen- 
erally involved the substitution of equitable equivalents in substitution for, and 
in disregard of the letter of existing contract rights, whereas the investment 
program proposed in the instant plan is within the powers conferred by Bond & 
Share’s charter, and the common stockholders have no contractural right to 
withdrawal of their proportional share of the company’s assets.” 

The transformation of a holding company into an investment company was 
expressly envisaged by Congress as one possible method of compliance with the 
act, and the Commission, from the beginning of its administration of section 11, 
has recognized the availability of this method of compliance, although in the 
varying circumstances presented in the different holding company systems other 
methods of compliance have more frequently been presented. In consequence 
there are only a limited number of cases in which we have conisdered plans of 
transformation of holding companies into investment companies. In none of 
these cases have we required over the opposition of the proponent of such a plan 
that there be either an opportunity for withdrawal or a provision for a stock- 
holders’ vote. We recognize that there is some language in prior Commission 
decisions indicating that, without a provision for withdrawal, a vote might be 
required even in the absence of any indication of willingness on the part of the 
company in question to submit its plan to a vote.” We believe the circum- 
stances present in those cases are distinguishable from those here present, and 
in any event, when we conisder the problem de novo in the light of the statutory 
background and of our experience, in administration, we conclude that neither 
an opportunity for withdrawal nor a poll of stockholders should be taken in 
the instant case. 

As we have heretofore determined and as is conceded by the objecting stock- 
holders, the act affirmatively requires that Bond & Share divest itself of its 
interest in United at least to the extent proposed in the instant plan. On the 
face of section 11 (e) the company is permitted to propose any appropriate 
method of achieving this objective, and may do so without votes other than are 
incident to the ordinary charter and bylaw provisions relating to the selection 
of the company’s management. Unless we find affirmatively that the method of 
compliance which the company proposes through its management is either unfair 
or not “necessary,” we do not believe that we should reject it in whole or in 
part in favor of some other method of compliance. 





5? See Friendly. Some Comments on the Corporate Reorganizations Act, 48 Harv, L. Rev. 
89, 48 (1934). For a similar statement concerning one of the problems which had led to 
sec. 77, see Rodgers and Groom, Reorganization of Railroad Corporation under Section 77 
of the Bankruptcy Act, 33 Col. L. Rev. 571, 572 (1933). 

58 On the contrary, the law of the State of New York under which Bond & Share is incor- 
porated would require an affirmative vote of Bond & Share’s stockholders to authorize a 
liquidation of the company. 

5* No opinion has suggested that we would require a withdrawal alternative. In one 
case Where the plan provided such an opportunity we expressly disclaimed any intention 
to intimate that such a provision was essential. See The United Corporation, Holding 
Company Act Release No. 10614, p. 13 (June 15, 1951), where we stated (note 16), “‘there 
is no necessity for determining in this case, nor are we undertaking to pass upon, the power 
of this Commission to require a withdrawal offer to persons not desiring to continue in the 
company.” 
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The contention that the proposed investment program is so speculative as to 
endanger the equity of the stockholders of Bond & Share constitutes no more 
than allegations that the management is incompetent or will for reasons of per- 
sonal self-aggrandizement dissipate the assets of the company. We observe 
nothing in the record to support such allegations, nor need we speculate as to 
whether the operation as an investment company will be financially successful. 
Investment company operations by their very nature contain the potentialities 
of loss as well as of gain and, to the extent that investments are made in specu- 
lative ventures, such potentialities both for gain and loss are increased. The 
fact that becoming an investment company constitutes a permissible method of 
compliance in no way connotes our approval or disapproval of an investment 
vrogram, since supervision of such a program is not within the scope of our 
functions and we cannot assume responsibility for the investment decisions man- 
agement may make in carrying out its investment policy. Moreover, it should 
be noted that upon organization Bond & Share as an instrument of General 
Electric Co. was an extremely speculative enterprise, and that status continued 
through the period when Bond & Share raised money from the sale of securities 
to the public.” 

In addition, in the circumstances of this case, to give dissenting stockholders 
the right to withdraw might adversely affect the position of those stockholders 
who desire to remain with the enterprise. There are two methods by which 
dissident stockholders could be offered the right of withdrawal, namely: (1) 
By giving each stockholder the right to withdraw his proportionate share of each 
individual asset of the company, or (2) by evaluating each asset of the company 
and determining the net value per share of the company’s stock and giving 
dissident stockholders the right to receive this value of their stock in one particu- 
lar asset or cash. This latter method was the one which was followed in the 
case of the United Corp. However, it should be noted that the United Corp.'s 
assets consisted almost entirely of utility securities having a quoted market 
price which formed a sound basis for the determination of value. In the case 
of Bond & Share, a substantial portion of its assets consist of investments in 
Ebasco and Foreign Power. Ebasco is wholly owned by Bond & Share and, 
consequently, no market quotations are available for its securities. While 
Foreign Power’s common stock does have a quoted market value, in view of the 
special circumstances of the company and the fact that it has only recently come 
out of reorganization, such market value could not be given controlling weight 
in determining the value of the stock. In addition, if this method were to be 
followed, a complete record on the operations and future prospects of Ebasco 
and Foreign Power would be required, which would result in further delay in 
bringing Bond & Share into compliance with the act. Moreover, the only asset 
of Bond & Share which could properly be used for satisfying the claims of dissi- 
dent stockholders would be the common stock of United, which appears to be the 
most desirable asset of the company, and we have doubts that it would be fair to 
those stockholders desiring to retain their interest in Bond & Share to use the 
United stock for this purpose. 

We also do not believe that it would be either fair or feasible to give dissident 
stockholders the right to withdraw their proportionate share of each asset of 
Bond & Share. For example, under such a provision a minority interest would 
be created in Ebasco, which would be undesirable in view of the nature of 
Ebasco’s operations. Bond & Share regards the technical skills of Ebasco to- 
gether with the capital of Bond & Share as the essential ingredients of its in- 
vestment program. Under these circumstances, the creation of a minority 
interest in Ebasco would introduce serious problems of conflicts of interest 
between Bond & Share and the minority stockholders of Ebasco arising out of 
Bond & Share’s use of Ebasco in connection with its investment-company pro- 
gram. We note additionally that, if in excess of 5 percent of the stock of Ebasco 
were withdrawn from the enterprise, Bond & Share and Ebasco would not be 


able to avail themselves of any benefits resulting from the filing of consolidated 
tax returns.” 


© The transformation of Bond & Share’s portfolio into its present status, particularly the 
stability introduced by reason of the act and the reorganization of the companies in the 
Bond & Share system, is more the result of independent circumstances than studied policy 
on the part of management. 

"These tax savings in the year 1952 are estimated in the amount of $1,700,000. The 
objecting common-stock holders assert that the tax savings result from the excess-profits- 
tax law which by its terms will expire this year. It should be noted, however, that approxi- 
mately $350,000 of the tax savings do not result from a reduction in the excess-profits tax. 
Thus, even assuming the expiration of the present excess-profits tax, the ability of Bond & 


Share and Ebasco to file consolidated tax returns offers the opportunity for substantial 
savings in the future. 
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Under these circumstances, we conclude that fairness does not require that 
dissident stockholders be given the right to withdraw. 

We believe, further, that, in connection with formulating the judgments we 
are required to make, no useful purpose would be served by conducting a poll of 
stockholders of Bond & Share to determine whether or not they wish the com- 
pany to embark upon such an investment program. As noted above, the invest- 
ment program proposed in the plan is within the powers conferred in Bond & 
Share’s charter, and the common-stock holders have no contractual right to a 
withdrawal of their proportionate share of the company’s assets. Bond & Share 
has, since 1944, repeatedly stated that it intended to dispose of its interests in 
domestic utility companies and, while continuing to hold Foreign Power and 
Ebasco, use the proceeds from its divestments as a pool of capital devoted to 
investment purposes. Bond & Share has a single class of stock, which has 
always had control of the company. The stockholders have had available and 
will continue to have available the regular corporate machinery and the means 
provided by our proxy rules for taking such action as they may deem appropriate 
if the management's program is or should be unsatisfactory to them. 

The objectors’ principal reliance is on what was said in our 1943 opinion in 
regard to the United Corp. to the effect that United should consult its security 
holders because of the “drastic change” of activity involved in its transformation 
into an investment company. We do not believe that the United Corp. case re- 
quires that there be a vote of stockholders as a condition precedent to transfor- 
mation of a holding company into an investment company. We reach this con- 
clusion on the basis of the differences in the factual situations presented and by 
reason of the development of our views with respect to provisions for votes in 
section 11 (e) plans. 

In the United Corp. case, we stated that, “in the light of the existing mal- 
distribution of voting power and for other reasons,” a prerequisite to United 
Corp.’s embarking upon a program of transformation into an investment com- 
pany was that it obtain a majority approval of each class of its stock or of the 
common stock should the company first recapitalize on a one-stock basis. 
(See 13 S. EB. C. 854 at p. 900.") As indicated in a footnote to the above 
statement, United Corp. had itself proposed making its plan subject to approval 
of a majority of its stockholders, and its president had testified that there 
would be no objection to the further requirement that the vote be by Classes. 
The opinion elsewhere indicates (at pp. 879-880) that the common stock of 
United Corp. then held 85 percent of the voting power as compared to 15 per- 
cent for the preferred stock, although the preferred dividends were in arrears 
and the common stock was under water assetwise, on the basis of the then 
market value of United Corp.’s holdings. Thus, the situation was not at all 
comparable to that presented here, where Bond & Share has a single class 
of outstanding stock which is the stock which has always held dominant vot- 
ing power, where Bond & Share’s plans have been before the stockholders 
for years, and where the change can hardly be regarded as a drastic one in the 
character of the risk historically involved in an investment in the common stock 
of Bond & Share.” 

The Commission has had experience with security holders’ votes in connec- 
tion with plans involving types of actions which would require a vote under 
State law absent the reorganization machinery of the act. Early in our ex- 
perience with section 11 we interposed no objection where management pro- 
posed to consummate a plan through State law machinery involving a vote, 
and this was our practice at the time of the 1943 United Corp. case. Subse- 
quent experience indicated that such procedures may prove dilatory and provoc- 
ative of controversies unrelated to the considerations which should govern 
under the applicable standards of the act,” and, accordingly, we have dis- 





® Subsequent decisions in respect of United Corp. and one other case, without an inde- 
pendent examination of the question, proceeded on the assumption that a vote might be 
taken on a plan of transformation into an investment company. 

*®% Bond & Share points to the circumstance that approximately 75 percent of its out- 
standing common stock has changed hands since its investment program was first publicly 
announced. While we would not ordinarily attach any weight to such a consideration in 
passing on a plan, it does appear to be of significance in relation to the present cuestion of 
whether we should insist upon a poll of stockholders upon an issue already within the cor- 
porate powers of a holding company which has only a single class of outstanding securities. 

64 See Columbia Gas and Electric Corp. et al., 12 8S. E. C. 218, 227 (1942), plan enforced 
in Application of SEC, 50 F. Supp. 965: Commonrrealth & Southern Corporation. 21 8. E. C. 
278 (1945). The vote taken in connection with the United Corp. proceeding likewise pro- 
voked controversies and caused unreasonable delay. See Phillips v. SEC, 171 F. (2d) 180 
(C. A. 2, 1948), and also Phillips v. The United Corp., unreported (Civ. No. 40-497 S. D. 
N. Y. July 30, 1947). 
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couraged the submission of such plans to a vote, even where the proponents of a 
plan have desired to do so. In the light of that experience, we should not be 
disposed to follow the 1943 United Corp. decision in respect of the imposition 
of voting requirements, even if we construed it to be applicable in the instant 
ease. 


We turn now to a discussion of the other proposals in the plan concerning 
Bond & Share’s future operations. 


BOND & SHARE’S INVESTMENT-COMPANY PROGRAM 


In its application filed with the plan, Bond & Share has requested that the 
Commission issue an order permitting Bond & Share to embark on tis invest- 
ment program, and to continue operations under the tripartite contract between 
it, United, and National Research Corp. 

As previously set forth in this opinion, we perceive no objection to Bond & 
Share’s becoming an investment company. However, for the reasons heretofore 
stated, Bond & Share will not be in a position to obtain exemption from the 
act until it shall have completed the program for disposition of the United 
stock. Thus, Bond & Share’s application to embark on its investment program 
prior to that time presents primarily the question whether it may be relieved 
from the requirements of section 9, except section 9 (a) (2), of the act with 
respect to the acquisition of securities in the interim period. 

Under section 9 (c) (3) of the act, the Commission may permit a registered 
holding company to acquire securities within such limitations as the Com- 
mission may prescribe as appropriate in the ordinary course of business of a 
registered holding company and as not detrimental to the public interest or 
the interest of investors or consumers. 

As we have previously indicated, if Bond & Share’s portfolio were limited 
to Foreign Power and Ebasco, and cash available for investment, we could 
have no difficulty in finding that it satisfied the standards for exemption 
set forth in section 3 (a) (5) of the act. We have also stated that Bond & 
Share’s request for an exemption to become automatically effective upon com- 
pletion of the United disposition program must be denied, since that determina- 
titon can be made only in the light of the then existing circumstances. We 
must now determine, therefore, whether Bond & Share may in the interim 
period proceed with its investment program. Having found that the plan of 
Bond & Share meets the “necessary” standards of the act, it would be incon- 
sistent to deny Bond & Share the opportunity to invest the funds it now has 
and those it will receive from the United dispositions, since the ultimate dis- 
position or retention of some United stock will in no way affect this determina- 
tion. Our question, however, is limited to determining what latitude Bond & 
Share may have for making investments during the interim period. 

The contentions of the stockholder representatives that Bond & Share may not 
embark on an investment program are, in the main, addressed to the question 
of whether that program meets the “necessary” standards of section 11 (e), and 
have been overruled. Additionally, however, the committee contends that Bond 
& Share should not be allowed to embark on a program of investments until it 
shall have put itself into a position whereby a complete exemption may be 
available to it. The contention that an interim order under section 9 (c) (8) 
should not be granted because the proposed acquisitions will not meet the stand- 
ards of section 10 must be rejected since section 9 (c) (3) is designed as an 
exception to the requirement that acquisitions must meet the standards of 
section 10. 

Since we are approving a plan which contemplates the ultimate conversion of 
Bond & Share from an active public-utility holding company to an exempt holding 
company carrying on an investment-company program, it is clear that Bond & 
Share should be permitted at this time to initiate steps for that objective. It 
obviously would not serve the public interest or the interest of investors if Bond 
& Share were to dispose of the stock of United for cash, and were required to 
retain that cash without productive use for a long period of time. Accordingly, 
we see no reason why Bond & Share should not now commence an interim 
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investment program, subject to certain conditions which are itemized hereafter.” 

The stockholders’ committee also urges that Bond & Share’s investment pro- 
gram cannot be approved in view of the limitations which we imposed on the 
United Corp. in passing upon its request to make investments pursuant to section 
9 (c) (8) during the pendency of review proceedings in our order permitting that 
company to become an investment company.” We there pointed out— 

“In the light of the present status of the review proceedings, we believe that 
United should maintain, as tc ny new investments, sufficient diversification of 
its portfolio to permit ready disposition thereof; and that its new investments 
should not be of such character as might tend to complicate issues of control 
or controlling influence for purposes of section 5 (d).” 

In the instant case, without review proceedings pending, and in the absence of 
a stay, we do not perceive any reason why our interim order should stress 
liquidity or be inconsistent with the findings herein made. While we are of the 
view that Bond & Share should be able to embark at this time on its program, 
we believe that the standards of the act require certain limitations as more fully 
set forth below. 


General investment program 


Bond & Share’s plan provides that no investments will be made in securities 
of any domestic utility holding company or any domestic utility company which 
will make such a company an affiliate of Bond & Share; that Bond & Share will 
make no purchases of any voting securities of any domestic utility company or 
utility holding company which was formerly a direct or indirect subsidiary of 
Bond & Share (except that Bond & Share may purchase stock of United) ; that 
Bond & Share will not, without prior approval of the Commission, purchase any 
voting securities of any domestic public utility or domestic utility holding com- 
pany (other than United and Foreign Power) to which Ebasco is currently 
rendering any service; and that Ebasco will not render any services to any 
domestic utility or utility holding company (other than United or Foreign Power) 
of which Bond & Share owns any voting securities. 

Presumptively, under the plan, Bond & Share would be able to acquire up to 
5 percent of the voting securities of a domestic utility or a utility holding com- 
pany. At the present time, it is not necessary for us to pass upon the proposed 
investment program to be carried out when Bond & Share completes its dispo- 
sition program of the United stock. At that time we shall consider the terms 
of the ultimate investment program in the light of the exemption then requested. 
Bond & Share will, of course, then be required to demonstrate that, as a condition 
to such exemption, it is not in a position of affiliation with any domestic utility 
company or any utility holding company whose subsidiaries operate in the 
United States. Any such question of affiliation could not, of course, be deter- 
mined solely with reference to the percent of voting securities owned, but would 
have to be made in the light of all the then existing circumstances. 

At the present time we need only pass upon the interim program of Bond & 
Share. At this time we find that, as an interim matter, Bond & Share may 
earry out its proposed investment program, but subject to the following 
conditions: 

(1) That Bond & Share shall not acquire more than 1 percent of the 
voting securities (or securities convertible into voting securities) of any domes- 
tic publie utility company, or of any holding company exempt as such from the 
provisions of the act, nor acquire any securities of any registered holding com- 
pany or of any subsidiary of a registered holding company, or of any public 





% As we view the statute, notwithstanding objections made by certain common stock- 
holders, sec. 9 (c) (2) of the act clearly authorizes us to approve certain types of invest- 
ment programs, or to exempt them from the otherwise applicable acquisition section of the 
act. In this connection, it may be noted that our present rule U—40 exempts from the 
provisions of sec. 9 (a) acquisitions of certain readily marketable debt securities, commer- 
cial paper, securities in connection with routine business transactions, and certain securi- 
ties of local enterprises. It may also be noted that, during the early years of the adminis- 
tration of the statute, we promulgated a rule, which was in force for some time, setting up 
certain standards for approval of general investment programs; that rule permitted pro- 
grams for the investment of funds in various types of securities subject to approval of the 
program by the Commission (rule U—9C-—4, effective April 28, 1938; Holding Company Act 
release No. 1073). Although this rule was rescinded, effective April 21, 1941, its exemptive 
provisions evidence a recognition of the undoubted power of the Commission to consider 
and approve such investment programs. Since the rescission of rule U-9C—4, the Com- 
mission has considered such programs on an individual basis pursuant to appropriate appli- 
eations under secs. 9 and 10 of the act. (See, e. g., the United Corp., Holding Company 
Act release No. 11209 (May 2, 1952.) 

% The United Corporation, Holding Company Act Release No. 11209 (May 2, 1952). 
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utility company or holding company which at any time has been a statutory 
subsidiary of Bond & Share, subject to the proviso, however, that none of the 
foregoing provisions shall apply to United or foreign power. 

(2) That Bond & Share may not, without prior approval of the Commission, 
purchase any voting securities of any domestic public utility company or holding 
company (other than United or foreign power) if Ebasco is at the time render- 
ing services of any kind whatsoever to any such company or to an affiliate of any 
such company.” 

(3) That Ebasco will not, without prior approval of the Commission, render 
any services to any domestic public utility company or public utility holding com- 
pany (except United or Foreign Power) or any affiliate of any such company, as 
to which company Bond & Share owns any of the voting securities.” 

(4) That the applicant report to the Commission within 10 days after the end 
of each calendar quarter, as of March 31, 1953, and every 3 months thereafter, 
all acquisitions of securities and sales of securities under this program, includ- 
ing the names of the sellers or buyers of such securities except where such 
purchases or sales have been effected by Bond & Share through brokers on a 
national securities exchange, and the amounts paid or received for such 
securities. 

(5) That applicant transmit to its stockholders, at least semiannually, re- 
ports prescribed by section 30 (d) of the Investment Company Act of 1940 and 
rule N-30D-1 promulgated thereunder. 

(6) That the Commission reserve jurisdiction after notice and opportunity 
for hearing to alter, modify, or revoke any part of the exemption herein granted. 

The plan contemplates that Bond & Share be allowed to purchase additional 
common stock of United in connection with any future offering of stock by 
United to its stockholders without further application to the Commission. While 
the plan provides for divestment of any shares so acquired to the extent neces- 
sary to bring Bond & Share’s holdings down to less than 5 percent of the United 
stock, we should regard any such acquisition as subject to the same commit- 
ment for divestment as that pertaining to the shares presently held, and the 
program for disposition we have set forth. Nevertheless, such an acquisition is 
specifically subject to section 9 (a) and, for the reasons set forth in our opinion 
of February 6, 1952," we cannot at this time exempt Bond & Share from the 
requirement of filing an application in connection with any such acquisition. 

We have previously indicated that so long as Bond & Share shall remain in 
an affiliated relationship with Foreign Power services performed for Foreign 
Power or its subsidiaries by Ebasco shall be at cost. The same considerations 
prompt a similar conclusion with respect to United. We, therefore, will require 
that the plan be amended to provide that until it shall be determined that there 
is no relationship of affiliation between Bond & Share and United, any services 
performed for the latter company by Bond & Share or its subsidiaries shall be 
at cost. In the event Bond & Share may retain an interest in United, the basis 
upon which it may render such service will be determined at the time complete 
exemption is sought. 

Bond & Share’s plan states that part of the Foreign Power stock may be sold 
from time to time thereby realizing tax losses equal to or exceeding Bond & 
Share’s ordinary income for the year in which such sales occur and resulting in 
dividends which might be paid by Bond & Share in such years being nontaxable 
as ordinary income. The plan also states that purchases of Foreign Power’s 
common stock may also be made. In the application filed with the plan, Bond 
& Share requests exemption from any requirement of filing applications with the 
Commission with respect to such sales or purchases with the qualification that 
no purchase of the Foreign Power common stock will be made by Bond & Share 
until it shall have given advance public notice of any such purchase in a man- 
ner satisfactory to the Commission. The plan also commits Bond & Share to 
the filing of monthly reports in a form satisfactory to the Commission relating 
to any purchase or sale of Foreign Power’s common stock which shall have been 
made by Bond & Share in the preceding calendar month unless the Commission 





®* These conditions apnoar in the plan as permanent restrictions upon Bond & Share’s 
investment program. Vhile our approval, at this time, is limited to the interim invest- 
ment program, we observe nonetheless that only under unusal circumstances would Bond & 
Share at any time be permitted to acquire voting securities of a domestic utility company 
or holding company which it services, directly or indirectly, or to service any such company 
of which it owns voting securities, directly or indirectly. 

* Blectric Bond and Share Company, Holding Company Act Release No. 11004 (February 
6, 1952). 
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shall have waived the filing of such reports. Bond & Share states that it will 
not acquire any senior securities of Foreign Power without permission of the 
Commission. 

As we have indicated, Bond & Share would be in a position to enjoy an 
exemption from the act pursuant to section 3 (a) (5) were it not for the fact 
that it will have, during the interim period, the amounts of United stock hereto- 
fore described. By reason of the contemplated continued parental relationship 
over Foreign Power and the contemplated exempt status with respect thereto 
and the nature of Foreign Power’s operations, we perceive no reason for im- 
posing the same requirement with respect to the filing of applications for 
acquisition of Foreign Power’s stock as we have deeemed appropriate with 
respect to United’s stock. We find that Bond & Share may without previous 
application to the Commission purchase or sell shares of the common stock of 
Foreign Power subject to the condition that any such purchase or sale be made 
only after publie notice, in a manner satisfactory to the Commission, of Bond & 
Share’s intention to make such purchase or sale. 


Bond & Share’s representation on the board of directors of United 


At the present time Bond & Share has one direct representative on the board 
of directors of United. We do not deem it necessary at this time to determine 
whether such representation on United’s board may continue after the comple- 
tion of Bond & Share’s divestment program, but indicate that is one of the 
factors which we shall look to in determining whether upon completion of the 
disposition program there will continue to exist any relationship of affiliation 
between Bond & Share and United. Accordingly, during the interim period we 
do not find it necessary to take any action with respect to such continued rep- 
resentation on United’s board but will review the entire situation at the time a 
definitive exemption is requested. 
















Contract with National Research Corp. and United 


Under date of June 28, 1950, Bond & Share entered into a contract with 
National Research Corp. (National Research) and United which provided, gen- 
erally, that National Research would conduct research in the petrochemical 
field with the hope of developing a commercially exploitable process or product. 
The expenses of such research were to be borne equally by Bond & Share and 
United, and any profits were to be shared by the 3 parties in the ratio of 40 
percent each to United and Bond & Share, and 20 percent to National Research. 
As of June 30, 1952, Bond & Share and United had each expended $152,798 
pursuant to this contract. 

On November 21, 1950, we issued our memorandum opinion and order per- 
mitting Bond & Share and United to enter into the contract under certain 
conditions, and requiring that Bond & Share terminate its interest in the con- 
tract in the event that the Commission should determine that Bond & Share 
should dispose of the United stock.” 

The application herein requests modification of our order of November 21, 
1950, so as to allow Bond & Share to continue under the contract. 

The continuation of United and Bond & Share in the research contract, to- 
gether with other factors, might show the existence of an affiliated relationship. 
Whether Bond & Share may continue its participation in the contract, with an 
interest in United, will have to be determined in the light of the events existing 
at the time full exemption is sought. Our decision, therefore, on this matter 
will be made at that time. 




























Elimination of certain corporate complewities 

Bond & Share presently holds certain shares of its common stock for issuance 
in connection with previous reorganizations of Bond & Share which occurred in 
the years 1929 and 1932. This stock consists of 278 shares issuable in connection 
with the consolidation in 1929 of the then Electric Bond & Share Co. and Electric 
Bond & Share Securities Corp.; 8,061 shares issuable in connection with the re- 
classification of the company’s common stock in 1932 on the basis of 1 new share 
of $5 par value common stock for each 3 shares of no par value common stock 
then outstanding; and 35.6 shares issuable in connection with the merger of 
Electric Investors, Inc., into Bond & Share in 1929. In addition, the company 
holds, for the benefit of the persons entitled thereto, the dividends which have 
been declared on the above shares of stock. 


® United Gas Corp., Holding Company Act release No. 10237 (Nov. 21, 1950). 
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Bond & Share proposes that persons entitled to the above securities and divi- 
dends have 1 additional year following the effective date of the plan to claim the 
common stock of Bond & Share to which they are entitled and shall have 5 addi- 
tional years after the expiration of the 1 year in which to claim their pro rata 
share of the net proceeds of the sale of such common stock by Bond & Share and 
that after the expiration of such 6-year period such stockholders should no longer 
have any claim against Bond & Share. 

By reason of the fact that the rights described above inured to persons in 
connection with earlier reorganizations of Bond & Share and since we do not 
have here any problem of exchange of securities, and since we do not find that the 
existence of these claims constitutes a corporate complexity in the structure of 
Bond & Share, we shall deny Bond & Share’s request to have these rights 
terminated. 


Charter provisions 
Bond & Share’s charter does not presently provide for cumulative voting in the 
election of directors. We could not approve the plan unless the charter were 


appropriately amended to provide that there shall be cumulative voting in the 
election of directors.” 


Whether Bond & Share should register as an investment company 


In its application filed with the plan, Bond & Share requested the Commission 
to issue an order exempting it from all provisions of the act with the exception 
of section 9 (a) (2) on condition that Bond & Share will either register as an 
investment company under the Investment Company Act of 1940 or will otherwise 
subject itself to the extent and in a manner deemed adequate by the Commission 
to the provisions of said Investment Company Act. 

As previously noted, when Bond & Share shall have completed the program for 
disposition of United stock, an application for exemption from the act will then 
be timely. Should we at that time grant that application, thereby allowing Bond 
& Share to become an exempt holding company acting as an investment company, 
it would be necessary for Bond & Share to register as an investment company 
under the Investment Company Act of 1940. As we have indicated, we believe it 
appropriate that Bond & Share in the interim period be allowed to carry out a 
program of investing and reinvesting the funds. During the interim period, Bond 
& Share will have some of the aspects of an investment company and some of the 
aspects of a holding company. The hybrid nature of Bond & Share during the 
interim period cannot constitute justification for relief from the system of regula- 
tion imposed by law upon holding companies and investment companies. Rather 
it will be necessary for Bond & Share to comply with the requirements applicable 
to both investment companies and holding companies. For this reason, we shall 
require that the plan of Bond & Share be amended to provide that until such time 
as Bond & Share shall register as an investment company, it shall comply with 
the provisions of the Investment Company Act of 1940 set forth in the following 
sections of that act: Sections 2 (a), 4,5, 8 (b) (1), 8 (b) (2), 9,10 (a), 10 (b), 
10 (f), 10 (g), 12 (a), 12 (c), 12 (ad), 12 (e), 12 (f), 12 (g), 18 (a), 15 (a), 15 (e), 
15 (d) (1), 16 (a), 17, 20 (b), 20 (ce), 20 (d), 21, 30 (b), 30 (d), 31, 32, 33, 35 (d), 
36, and 37 to the extent that the requirements of those sections are not incon- 
sistent with the requirements of the Public Utility Holding Company Act of 1935, 
and without prejudice to the Commission’s specifying further provisions of the 
Investment Company Act as being applicable upon further study. 

Further, without presently passing upon the matters that will be before us at 
the time exemption is sought, it may be noted that it is our present view that 
when Bond & Share applies for exemption, after the interim period, appropriate 
conditions should be imposed to prevent recurrence of possible abuses which 
arose prior to passage of the Holding Company Act. For example, in order to 
prevent the abuses arising from pyramiding and excessive leverage it may be 
necessary to impose appropriate conditions limiting the acquisition by Bond & 
Share of securities of other investment companies or holding companies and the 
issuance of senior securities by Bond & Share. 

Since in the interim period Bond & Share will not be a registered investment 
company, the provisions of the Investment Company Act heretofore set forth will 





7 Pursuant to the New York stock corporation law any amendment of the charter in this 
respect requires the aflirmative vote of the holders of two-thirds of the outstanding stock 
of the corporation. Bond & Share being a New York corporation will, of course, be subject 
to the requirements of State law with respect to any change in the provisions concerning 
cumulative voting after adoption of that provision. In his connection, it may be noted that 
the result in this case may be compared with that of the United Corp., where the applicable 
State law permitted the change in such a charter provision by majority vote. 
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be applicable to Bond & Share as standards of conduct set forth in its plan and 
will be accomplished under the Holding Company Act. 


SUPPLEMENT R RECITALS 


Our order herein will grant the requested recitals pursuant to supplement R 
with respect to disposition of securities of United as well as the securities of 
any other domestic utility to be disposed of by Bond & Share. 


COURT ENFORCEMENT 


The plan states that Bond & Share may request that the Commission apply 
to an appropriate United States district court for an order finding the plan to 
the extent requested fair and equitable and appropriate to effectuate the provi- 
sions of section 11 of the act. The record does not indicate whether or to what 
extent Bond & Share might request enforcement of the plan. Subject to the 
filing of an appropriate amendment in accordance with the views expressed in 
this opinion, we will issue an order approving the plan, and if an appropriate 
request is made for that purpose, we will apply to a United States district court 
for an enforcement order. The effective date of the plan will, of course, depend 
upon the amendment filed, and particularly upon whether and the extent to which 
court enforcement is requested. In any event, such effective date shall be as 
soon as practicable after the entry of our order herein (if no court enforcement 
is requested), or as soon as practicable after the entry of an order of approval 
by a district court (if such enforcement is requested). 


CONCLUSIONS 


For the reasons stated above, it is our view that the plan as filed may not be 
approved as necessary to effectuate the provisions of section 11 of the act and 
as fair and equitable to the persons affected by it unless the plan is amended in 
accordance with the modifications heretofore suggested. Further, the plan 
should be amended to provide that Bond & Share shall pay such amounts by 
way of allowances for fees and reimbursement of such expenses as the Commis- 
sion shall determine to be appropriate for services rendered in connection with 
the plan proceedings, as filed and as amended, of Bond & Share. If within 15 
days from the date of this opinion (or such additional time as may be granted 
upon a proper showing), the plan as modified to reflect the views herein set forth, 
it is our conclusion that it may be approved as necessary and as fair and equitable 
to the securityholders of Bond & Share. Since we have considered the arguments, 
exceptions, and motions heretofore made in these proceedings, we consider that 
the opinion herein has fully ruled upon them. To the extent such exceptions, 
arguments, and motions are in accordance with the views set forth in this 
opinion, they are to be considered as sustained, and to the extent such arguments, 
exceptions, and motions are inconsistent with the views set forth in the opinion, 
our order will provide that they are denied. 

3y the Commission (Commissioners McEntire, Rowen, and Adams), Commis- 
sioner Adams filing a concurring statement (attached), and Chairman Cook and 
Commissioner Rossbach not participating. 
OrvAL L. DuBors, Secretary. 
Commissioner Adams, concurring 

I have joined in the opinion of this case. At the time of the issuance of the 
tentative findings and opinion of the Commission I indicated that I had certain 
doubts regarding, (1) the absence of a right of withdrawal or takedown, and (2) 
the amount of United stock being distributed to the stockholders of Bond & Share 
by way of the “free capital distribution.” 

I have satisfied myself with respect to a withdrawal or takedown provision 
that no legal right thereto exists. Indeed, in view of all the circumstances of 
this case it would be virtually impossible to draft such a provision that would 
not cause grave problems of fairness and of feasibility. 

As to the amount of United stock being distributed as “free stock” and fig- 
ure is a matter of judgment. Approaching the problem as the draftsman of a 
plan, I would be inclined to provide for a somewhat greater free distribution 
of United stock. However, I cannot say that the plan is unfair because a greater 
amount of United stock is not used as a capital distribution. 

January 27, 1953. 
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UNITED STATES District Court FOR THE SOUTHERN DISTRICT OF New YORK 
In the Matter of Electric Bond and Share Company 


A proceeding to enforce a plan pursuant to sections 11 (e) and 18 (f) of the 
Public Utility Holding Company Act of 1985, Civil Action No. 88-49 


ORDER 


This Court having filed its opinion herein on June 19, 1953, denying enforce- 
ment of the Final Comprehensive Plan (the Plan) of Electric Bond and Share 
Company (Bond and Share) and the Securities and Exchange Commission (the 
Commission) having filed a motion for reargument on July 3, 1953, and Bond 
and Share desiring that the Plan be amended in certain respects in the light of 
said opinion of the Court; now, upon the consent of all participants in the above- 
entitled proceeding and the annexed affidavit of Richard Jones, and it appear- 
ing to this Court that it is in the best interests of the stockholders of Bond and 
Shere that the amendments hereinafter described to the Plan under Section 
11 (e) of the Public Utility Holding Company Act of 1985 (the Act), as amended 
February 11, 1953, now before this Court for approval and enforcement under 
the provisions of said Section 11 (e) of the Act, be permitted to be filed with 
the Commission and that the Commission be permitted to pass upon such 
amendments, it is hereby ordered. 

1. That Bond and Share be and it hereby is authorized and permitted to file 
with the Commission a supplemental application requesting that the Commis- 
sion approve the amendments to the Plan set forth in full hereafter in para- 
graph 2 and that the Commission be and it hereby is authorized and permitted 
to pass upon such application of Bond and Share to approve such amendments 
and to make and issue such supplemental findings and opinion and order with 
respect to such amendments as the Commission may deem necessary or advis- 
able in connection with the said application. 

2. That the said amendments to the Plan to be filed by Bond and Share with 
the Commission for approval as authorized and permitted in paragraph 1 here- 
inabove may provide as follows, with such changes or modifications thereof as 
may be consented to by all of the participants to the present proceeding who 
have signified their written consent to this order: 


A. 


The first paragraph of subsection (5) of Section 6 of the Plan (appearing at 
the top of page 6 of the printed pamphlet containing the Plan) shall be amended 
to read as follows and the following paragraphs shall be added thereto: 

“(5) With Respect to Bond and Share’s Investment Program—aAfter the effec- 
tive date of the Plan, Bond and Share proposes to invest and reinvest from time 
to time in new or established enterprises subject to the following limitations but 
without making further application to the Commission with respect to such in- 
vestment and reinvestment except as otherwise provided in the Plan. 

“Not later than sixty days after the completion of the disposition program 
for the United Gas stock set forth in Section C (1) above, which completion 
shall he effected as provided in said Section C (1) not later than two years 
after the effective date of the Plan, Bond and Share will file with the Commis- 
sion and prosecute diligently an application under Section 3 (a) (5) of the Act 
for exemption from all provisions of the Act other than Section 9 (a) (2). 
Such application shall state that it is Bond and Share’s position that the ex- 
emption under Section 3 (a) (5) should be granted without any requirement 
that Bond and Share take any further steps relating to its relationship with 
United Gas, including any further disposition of United Gas stock held by Bond 
and Share. The application shall also request that in the event the Commis- 
sion denies an unconditional exemption, it will specify any further step or steps 
which it deems necessary for Bond and Share to take in order to qualify for the 
exemption sought under Section 3 (a) (5). 

‘Bond and Share will take any further step or steps pertinent to the question 
of the presence of any affiliation between Bond and Share and United Gas that 
may he deemed by the Commission to be necessary for Bond and Share to take 
in order to qualify for a Section 3 (a) (5) exemption, including any further 
disposition of United Gas stock held by Bond and Share (below approximately 
4.9% of the outstanding shares of such stock) ; subject, however, to Bond and 
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Share’s right to appeal from any order of the Commission which imposes any 
conditions upon the granting of such exemption. 

“Anything in the Plan to the contrary notwithstanding, no provision of Sec- 
tion F hereafter contained in the Plan shall be deemed to permit Bond and 
Share to modify or amend the Plan in any respect or particular relating to the 
subject matter of the foregoing paragraphs contained in subsection (5) of this 
Section C.” 


B. 


Subsection (5) of Section C of the Plan shall be further amended by the addi- 
tion after the following paragraph immediately succeeding subparagraph (f) : 

“The quoted expressions in the foregoing subparagraphs (a), (b) and (c) of 
this Section C (5) are used in the sense that such terms are defined in the Act.” 

“Until the disposition program for the United Gas stock set forth in Section 
C (1) above shall have been completed and the Commission shall have acted 
upon Bond and Share’s then application for exemption under Section 3 (a) (5) 
from all provisions of the Act other than Section 9 (a) (2) and until such ex- 
emption shall have become effective, Bond and Share will not make any invest- 
ment which will result at the time of making any such investment in having more 
than two-thirds of its available funds in assets other than cash, cash items and 
securities having a regularly quoted market. In connection with its investment 
program Bond and Share intends to maintain a reserve of cash and cash items in 
a substantial amount. The amount of ‘available funds’ shall equal the value of 
the net assets of Bond and Share, exclusive of its holdings in Ebasco, United Gas 
and Foreign Power. The assets of Bond and Share at the time of making any 
such investment are to be valued at face amount with respect to cash, at current 
market quotations with respect to assets with a regularly quoted market, or at 
Bond and Share’s book value with respect to assets for which regularly quoted 
markets are not available. For the purposes of this paragraph, any further 
acquisitions of shares of United Gas or Foreign Power shall be considered to 
have been made from available funds. 

“Anything in the Plan to the contrary notwithstanding, no provision of Section 
F hereafter contained in the Plan shall be deemed to permit Bond and Share 
to modify or amend the Plan in any respect or particular relating to the subject 
matter of the paragraph immediately preceding this paragraph, without the 
permission of the Commission and the United States District Court for the 
Southern District of New York which has jurisdiction to enforce the Plan, after 
notice given to all parties to the enforcement proceeding in such Court.” 

3. That the present proceeding be and the same hereby is returned to the 
Commission to the extent necessary for the sole purpose of carrying out the 
provisions and intent of this order and that this Court hereby retain jurisdiction 
over the present proceeding and the Plan for all other purposes and that the in- 
junction contained in the last paragraph of the order of this Court dated Febru- 
ary 25, 1953, in the present proceeding be and the same hereby is continued in 
full force and effect, except as it may be inconsistent with the provisions of the 
present order. 

(s) Joun F. X. McGonHey, 
Unitede States District Judge. 
Dated, July 7, 1953. 
The undersigned hereby consent to the entry of the foregoing order. 
(s) Myron §S. Isaacs, 
Myron S. ISAACS, 
Associate General Counsel, Securities and Exchange Commission. 
(s) Simpson Thacher & Bartlett, 
SIMPSON THACHER & BARTLETT, 
Attorneys for Electric Bond and Share Company. 


JACOB LIPPMAN, 
(s) Jacob Lippman, 
Attorney for Common Stockholders’ Committee of Electric Bond and 
Share Company. 
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Unirep States District Court, SOUTHERN District oF NEw YORK 
In the matter of Electric Bond and Share Company 


Affidavit, civil action No. 83-49 
STATE OF NEW YorK, 
County of New York, ss: 

Richard Jones, being duly sworn, deposes and says: 

1. That he is a member of the firm of Simpson Thasher & Bartlett, attorneys 
for Electric Bond and Share Company (Bond and Share) in the present proceed- 
ing. This affidavit is submitted to request that the Court issue an order in the 
form attached hereto temporarily returning this proceeding to the Securities and 
Exchange Commission (the Commission) for the sole purposes of (a) per- 
mitting Bond and Share to file with the Commission certain amendments of its 
Final Comprehensive Plan (Plan) under Section 11 (e) of the Public Utility 
Holding Company Act of 1935 (the Act), as amended February 11, 1953, and 
(b) authorizing the Commission to consider and pass upon such amendments. 

2. The proposed amendments are principally in the nature of clarifying modi- 
fications and are to be made by Bond and Share in connection with this Court’s 
opinion, dated June 19, 1953, relating to the Plan in the present proceeding and 
further in connection with the Commission’s presently pending motion to the 
Court for leave to reargue the matters covered by the Court’s opinion. 

3. The text of the amendments of the Plan which Bond and Share proposes to 
file with the Commission is set forth in full in the attached form of proposed 
order. As appears from such amendments their primary purposes are: 

(a) to make it entirely clear that under any circumstances Bond and Share 
will receive the exemption it seeks under Section 8 (a) (5) of the Act by pro- 
viding that Bond and Share will take whatever steps are legally necessary to 
qualify for such an exemption, and 

(b) to clarify Bond and Share’s “interim investment program” set forth in 
the Plan so as to provide that a substantial portion of Bond and Share’s invest- 
ments during the interim period will be represented by cash, cash items or 
securities having a regularly quoted market. 

WHEREFORE deponent respectfully requests that the Court make an order in 
the form attached hereto. 

(s) RICHARD JONES. 

Sworn to before me this 7th day of July, 1953. 


(s) ELIzaABneETH A. MULLEN, Notary Public. 





Hotping CoMpaNy Act RELEASE No. 12055 


SECURITIES AND EXCHANGE COMMISSION, 
Washington, D. C., July 15, 1958. 


127, 59-3, 59-12 and 


In the Matter of Electric Bond & Share Co. (File Nos. 54 
ct of 1935) 


70-1806) (Public Utility Holding Company A 
Supplemental Opinion Approving Clarifying Amendments to Plan 


On January 27, 1953, we issued our findings and opinion stating that we could 
approve a plan filed by Electric Bond & Share Co. (“Bond & Share’), a regis- 
tered holding company, pursuant to section 11 (e) of the Public Utility Holding 
Company Act of 1935, if that plan were amended in certain respects... On Febru- 
ary 11, 1953, Bond & Share filed an amendment in accordance with our findings 
and opinion, and on February 20, 1953, we issued our order approving the plan 
as thus amended (the “plan” ).? 

The plan provided essentiaily for the reduction of Bond & Share’s holdings of 
the common stock of United Gas Corp. (“United’’) to less than 5 percent of its 
outstanding shares, and contemplated Bond & Share’s then becoming an exempt 
holding company registered under the Investment Company Act of 1940 as an 
investment company, subject to our granting Bond & Share’s application for an 
exemption pursuant to section 3 (a) (5) of the Holding Company Act. During 
the period from the effective date of the plan to the time of exemption, Bond & 





1 Blectric Bond & Share Company, Holding Company Act Release No. 11675. 
2 Electric Bond & Share Company, Holding Company Act Release No. 11725. 
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Share would conform to the substantive requirements set forth in the Investment 
Company Act, and would be authorized to make investments normally permitted 
to registered, closed-end, nondiversified investment companies, subject to certain 
limitation specified in the plan in accordance with our findings and opinion. 

On February 25, 1953, we applied to the United States District Court for the 
Southern District of New York for an order approving and enforcing the plan, 
and on April 9, 1953, the court heard argument on the application, which was 
opposed by a committee for the common stockholders of Bond & Share (the 
“committee”). On June 19, 1953, the court issued an opinion denying our appli- 
cation for enforcement upon the ground that we lacked the power to permit 
Bond & Share to make investments of the kind proposed in the plan, prior to our 
granting Bond & Share a general exemption pursuant to section 3 (a) (5) of 
the Act. On July 2, 1953, we filed a motion for reargument. 

On July 7, 1953, upon consent of Bond & Share, the committee, and the Com- 
mission, the court entered an order authorizing Bond & Share to file with us 
certain clarifying amendments, deemed advisable in the light of the court's 
opinion. That order remanded the proceedings to us for the limited purpose of 
considering these amendments and taking appropriate action thereon. 

The amendments were filed and copies were served upon all participants in 
the administrative proceedings on the plan, and upon the filing we notified such 
participants that any objections to the amendments were to be filed with us not 
later than July 10, 1953, and that if objections were filed, we would hear argu- 
ment on July 13, 1953. No objections were filed. We have considered the record 
and make the following supplemental findings: 

The amendments provide generally: 

(1) Not later than 60 days after completion of the disposition program am- 
bedied in the plan, Bond & Share will file with the Commission, and prosecuie 
ciligently, an exemption application under section 3 (a) (5) of the act. The 
application will claim that the exemption should be granted without any require- 
tment that Bond & Share take further steps pertaining to its relationship with 
United, and will request the Commission, if an unconditional exemption is denied, 
to specify any further action which the Commission deems necessary for Bond & 
Share to take in order to qualify for the exemption. Bond & Share will trike 
any such further action pertinent to the presence of any affiliation between 
Bond & Share and United, subject to its right of appeal. 

(2) During the period from the effective date of the plan, as modified, until 
Bond & Share’s exemption pursuant to section 8 (a) (5) shall have become effec- 
tive, Bond & Share will not make any investment which will result at the time 
thereof in Bond & Share’s having more than two-thirds of its available funds in 
assets other than cash, cash items, and securities having a regularly onoted 
market. Such available funds are defined as the net assets of Bond & Share 
exclusive of its holdings in United, American & Foreign Power Co., Inc., and 
Ebasco Services, Inc., but including any further acquisitions of shares of United 
or of American & Foreign Power Co., Inc. 

In its opinion of June 19, 1953, the court expressed concern with the lack of 


“nresent assurance” that Bond & Share would be able to demonstrate its fitness 
for exemption at the conclusion of its program for disposition of United Stock. 


o7 


In our findings and opinion of January 27, 1953, although we denied Bond & 
Share’s application for an exemption that would become effective autometicalls 
upon the completion of that program, we held that Bond & Stare would be 
entitled to exemption under section 3 (a) (5) of the act, were it not for its 
relationship with United. We also held that the preposed dispositions had the 
tendency required by the act to eliminate any affiliate relationship between 
Bond & Share and United. We denied the application for an automatic exemp- 
tion for the sole reason that Pond & Share must first show, upon completion of 
the disposition program, “that it does not stand in such relation to United ‘that 
here is liable to be such an absence of arms’-length bargaining in transactions 
between them as to make it necessary or appropriate in the public interest or for 
the protection of investors or consumers [Bond & Share] be subject to the obli- 
gations, duties, and liabilities imposed in this title upon affiliates of a company’ 
(sec. 2 (a) (11) (D)).”? 

Upon the record as heretofore made, we could not be sure that further action 
might not be required of Bond & Share, such as further divestments of United 





3 Holding Company Act Release No. 11675, at p. 21. Section 2 (a) (11) defines 
“affiliate” prima facie in terms of the direct or indirect ownership, control, or holding with 
power to vote of 5 percent or more of the outstanding voting securities of a company, but 
also includes as an affiliate any person that the Commission determines to stand in the rela- 
tion noted in the text. 
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Stock below the 5 percent level, or other steps pertaining to the relationship be- 
tween the two companies, in order to demonstrate that there would no longer 
be any affiliate relation between Bond & Share and United. By denying the 
automatic exemption we reserved the right to require such further action as 
might then be found appropriate in order to break any remaining affiliate re- 
lation between Bond & Share and United. 

The amendments now filed by Bond & Share make it clear that the company 
will become entitled to a general exemption pursuant to section 3 (a) (5) of 
the act, either by making the required showing upon completion of the divest- 
ment program embodied in the plan, or by taking such further steps as we may 
then specify as a condition to the granting of an exemption, subject of course 
to Bond & Share’s right to court review of any conditions we impose. When the 
application for general exemption specified in the amendments shall have been 
filed, and after appropriate notice and opportunity for hearing, we shall either 
grant the exemption, or specify the additional action which Bond & Share 
must take in order to qualify it for the exemption.* In these circumstances the 
ultimate status of Bond & Share is clearly to be that of an exempt holding com- 
pany doing business as a registered investment company, and having no public 
utility subsidiaries or affiliates in the United States. 

The clarifying amendments filed on July 7, 1953, also propose an additional 
limitation upon Bond & Share’s interim investment program, prior to the ef- 
fective date of a general exemption pursuant to section 3 (a) (5), by requiring 
Bond & Share to keep at least one-third of its available funds in cash, cash 
items, and securities having a regularly quoted market. This limitation has 
satisfied the objections of the committee to the interim investment program as 
formerly embodied in the plan, and is of course additional to the other limita- 
tions specified in the plan and in our findings and opinion of June 19, 19538. The 
committee has filed a consent to the Bond & Share amendments, withdrawing 
its objections to the interim investment program heretofore raised under section 
9 (ce) (3) of the Holding Company Act.° 

We have reexamined our interpretation of section 9 (c) (3) of the act, in the 
light of the opinion of the court. It is clear that the interim investment pro- 
gram, as amended, is appropriate in the ordinary course of business of Bond 
«a Share, in view of its present status and the nature of its program for com- 
pliance with the act. Steps heretofore taken to effect compliance have resulted 
in the accumulation of a substantial amount of cash, which cannot be invested 
(except in limited amounts, and for a limited period, in connection with rights 
offerings by United) in the major investment open to a typical registered holding 
company—that is, in the common stocks of domestic utility subsidiaries. The dis- 
position program will result in the accumulation of substantial additional amounts 
of cash. Limitations appropriate to the regular course of business of a typical 
registered holding company might therefore work a peculiar hardship upon 
Bond & Share and its security holders during the period required for comple- 
tion of the disposition program. 

In our judgment, the authority conferred upon us to act “by order” 
empting acquisitions pursuant to section 9 (c) (3 
corporated in section 9 (c) 


in ex- 
of the act, which was in- 
(3) by a separate amendment,’ was intended to 
permit us to consider applications for exemptions of investments in the light 
of the requirements of the applicant, rather than of holding companies gen- 
erally. We have consistently so interpreted section 9 (c) (3) in previous cases, 
including two which involved investment programs for registered holding com- 
panies engaged in programs which would ultimately result in their becoming in- 
vestment companies.’ For the reasons stated in our opinion of January 27 


*The other terms and conditions referred to in our prior findings and opinion and order 
are conditions relating to Bond & Share’s future operations as an exempt holding company, 
and not to its qualification for exemption pursuant to section 


5 (a) (5) of the Holding 
Company Act. 


See Holding Company Act Release No. 11675, at p. 45 
5 All of its other objections and arguments are reserved by this committee. We passed 
upon them in our prior findings and opinion. 

®* Amendment introduced May 31, 1935, by Senator Robinson, on behalf of Senator Moore, 
and accepted without debate, 

7 Oaden Corporation, 22 8. E. C. 596 (1946) ; The United Corporation, Holding Co-npany 
Act Release No. 11209, May 2, 1952 (appeal pending, C. A. D. C.) Other cases in: olving 
the same interpretation are: The Middle West Corporation, 2S. FE. C. 482 (1937), 2S. BE. c. 
694 (1937), 2S. BE. C. 822 (1937), 2S. E. C. 882 (1937), 3 8. E. C. 1007 (1938) : American 
Utilities Service Corporation, 2 S. B. C. 721 (1957) : United Public Utilities Corporation, 
2 8. E. C. 876 (1937), 3 S. B. C. 119 (1988) ; Utilities Employees Securities Company, 5 
S. E. C. 741 (1929): Trustees Under Pension Trust Agreement, 6 8S. BE. C. 16 (19289): 
Capital Transit Company, 7 8S. E. C. 767 (1940) ; Florida Public Service Company, 8 S. EB. C. 
113 (1940); Stanley Clarke, Trustce, 12 S. E. C. 1073 (1943). 14 S. B. C. 230 (1943) 


Southern Production Company, Inc., Holding Company Act Release No, 8196, May 10, 1948. 
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1953, we find that the interim investment program as modified by the proposed 
amendments is appropriate in the ordinary course of business of Bond & Share, 
and is not detrimental to the public interest or the interest of investors or 
consumers. 

The amendments filed on July 7, 1953, are fully in accord with our findings 
and opinion of January 27, 1953, and clarify, without substantially changing, 
the plan approved by our order dated February 20, 1953. We find that the plan, 
as amended, is necessary to effectuate the provisions of the section 11 (b) of 
the act, and is fair and equitable to the persons affected by the plan. An appro- 
priate order will therefore issue approving the plan as amended, subject to the 
conditions contained in our order of February 20, 1953, including the proviso 
that it shall not be consummated unless and until it shall have been approved 
and enforced by order of the United States District Court for the Southern Dis- 
trict of New York. A supplemental application for such approval will be 
filed. 

By the Commission (Chairman Demmler and Commissioners Rowen and 
Adams). 

[SEAL] OrvaL L. DuBots, Secretary. 


Unirep STates OF AMERICA BEFORE THE SECURITIES AND ExCHANGE COMMISSION, 
JULY 15, 1953 


In the matter of Electric Bond and Share Company (file Nos. 54-127, 59-38, 
59-12, and 70-1806 (Public Utility Holding Company Act of 1935) 


Order approving amended plan filed under section 11 (e) of the act 


Electric Bond & Share Co. (“Bond & Share’) having filed a plan under section 
11 (e) of the Public Utility Holding Company Act of 1935 (“the act’’) ; the Com- 
mission having on February 20, 1953 issued its order approving said plan subject 
to the conditions therein contained ; 

Application having been made to the United States District Court for the 
Southern District of New York for an order enforcing and approving the plan; 
said court, having issued its opinion on June 19, 1953, holding that the plan 
could not be approved and by order dated July 7, 1953, having remanded the 
plan to the Commission for the purpose of considering certain clarifying amend- 
ments to be submitted by Bond & Share; 

Said amendments having been filed with the Commission, and the Commission, 
after notice and opportunity for hearing having this date issued its findings 
and opinion approving the plan, as so amended, and finding it necessary to ef- 
fectuate the provisions of setcion 11 of the act, and fair and equitable to the 
persons affected by it ; on the basis of said findings and opinion 

It is ordered that the plan, as amended, be, and it hereby is approved, subject 
to the condition that said plan not be consummated until an appropriate United 
States district court shall have entered an order appro.ing and enforcing the 
plan, as amended, and further subject to all the terms «:)1 conditions set forth 
in the Commission’s order of February 20, 1953. 

By the Commission. 

[SEAL] OrvAL L. DuBots, Secretary. 


UNITED STATES OF AMERICA BEFORE THE SECURITIES AND ExCHANGE COMMISSION, 
FEBRUARY 20, 1953 


In the Matter of Electric Bond and Share Company, File Nos. 54-127, 59-3, 
59-12 and 70-1806 (Public Utility Holding Company Act of 1935) 


Order approving plan filed under section 11 (e) of the act 


Electric Bond & Share Co. (“Bond & Share’), a registered holding company, 
having filed an application and amendment thereto pursuant to section 11 (e) 
of the Public Utility Holding Company Act of 1935 (“the act’) and other appli- 
eable provisions of the act for approval of a plan, as amended, providing gen- 
erally for: (1) the disposition of such amount of the stock of United Gas Corp. 
(“United”) held by Bond & Share as will result in reducing Bond & Share’s 
holdings of that stock to less than 5 percent of the amount outstanding, such 
disposition to be accomplished within 2 years from the effective date of the 
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plan, as amended, (2) the retention by Bond & Share of its interests in Ebasco 
Service, Inc. (“Ebasco’”’) and American & Foreign Power Co., Inc. (“Foreign 
Power”), (3) the right of Bond & Share to invest available funds in new or 
established enterprises, subject to the limitations set forth in the plan, as 
amended, and subject to conformance by Bond & Share with the requirements 
set forth in the particular sections of the Investment Company Act of 1940 
stated in the plan, as amended, (4) the amendment of Bond & Share’s charter 
so as to provide for cumulative voting in the election of directors, and for 
limited preemptive rights; and (5) certain related matters, all as set out more 
fully in the plan, as amended ; and 

Public hearings having been duly held after appropriate notice, at which 
hearings all interested persons were afforded opportunity to be heard; and 

Bond & Share having requested the Commission pursuant to section 11 (e) 
of the act to apply to an appropirate court to enforce and carry out the terms 
and provisions of the plan, as amended ; and 

The Commission having considered the record in the matter, and having 
filed its findings and opinion herein on January 27, 1953, finding that if modified 
in certain respects as set forth in said findings and opinion, the Commission 
could find the plan, as amended, necessary to effectuate the provisions of sec- 
tion 11 (b) of the act, and fair and equitable to the persons affected by it; and 

Bond & Share having, on February 11, 1953, filed an amendment providing 
for its modification in accordance with the aforesaid findings and opinion of 
the Commission ; and 

The Commission having considered the aforesaid amendment filed on Febru- 
ary 11, 1953, in the light of its findings and opinion on January 27, 1953, and 
finding that the plan, as so amended (“amended plan”) is necessary to effectu- 
ate the provisions of section 11 (b) of the act and is fair and equitable to the 
persons affected by it; 

It is ordered on the basis of the record herein, and the said findings and 
opinion, under section 11 (e) of the act and other applicable provisions thereof, 
that the said amended plan be, and the same hereby is, approved, subject 
to the terms and conditions contained in rule U-—24 and to the following addi- 
tional terms and conditions: 

1. That the order entered herein shall not be operative to authorize con- 
summation of the transactions proposed in the amended plan until an appro- 
priate United States district court shall upon application thereto enter an order 
enforcing said amended plan ; 

2. That jurisdiction be, and hereby is, specifically reserved to determine the 
reasonableness of all fees and expenses and other remuneration incurred or to 
be incurred in connection with the said amended plan, and its predecessor 
plans, and the transactions incident thereto; 

3. That jurisdiction be, and hereby is, specifically reserved with respect to the 
action to be taken upon any further applications for exemption by Bond & Share 
from all of the provisions of the act except section 9 (a) (2); 

4. That jurisdiction be, and hereby is, specifically reserved with respect to the 
question of what, if any, amount of United stock up to 5 percent of the total 
shares outstanding may ultimately be retained by Bond & Share; 

5. That jurisdiction be, and hereby is, specifically reserved with respect to the 
question of what, if any, action shall be taken in connection with any exemption 
application of Bond & Share, concerning the composition of the board of directors 
of United and the representation, direct or indirect, by Bond & Share on said 
board; 

6. That jurisdiction be, and hereby is, specifically reserved with respect to the 
question of whether, after completion of the dispositions set forth in the amended 
plan, Bond & Share may continue its contractual relation with National Re- 
search Corp. and United ; 

7. That jurisdiction be, and hereby is, specifically reserved with respect to the 
disposition of the United stock as proposed in the amended plan and with respect 
to any acquisitions of United stock that Bond & Share may propose to make; 

8. That jurisdiction be, and hereby is, specifically reserved to entertain such 
further proceedings, to make such supplemental findings, and to take such fur- 
ther action as may be necessary in connection with the amended plan, the trans- 
actions incident thereto and the consummation thereof. 

By the Commission. 


Orvat L. DuBots, Secretary. 


94133—57—pt. 2——-36 
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Unitrep Srates District CourT FOR THE SOUTHERN District OF NEw YORK 
In the Matter of Electric Bond and Share Company 
Civil Action No. 838-49 
ORDER APPROVING AND ENFORCING PLAN 


A certain plan, and amendments thereto, for compliance with Section 11 (b) of 
the Public Utility Holding Company Act of 1935 (the ‘‘Act”) having been sub- 
mitted to the Securities and Exchange Commission (the ‘“Commission”) by 
Electric Bond and Share Company (‘‘Bond and Share’’), a registered holding 
company under the Act, pursuant to Section 11 (e) of the Act; the Commission. 
after due notice and opportunity for hearing, having found such plan, as amended 
February 11, 1953 (which plan as so amended constitutes Exhibit G to the Com- 
mission’s Application herein) necessary to effectuate the provisions of Section 
il (b) of the Act and fair and equitable to the persons affected thereby, and 
having approved the same by Order dated February 20, 1953; Bond and Share 
having requested the Commission to apply to an appropriate United States Dis- 
trict Court, in accordance with Sections 11 (e) and 18 (f) of the Act, to en- 
force and carry out the terms and provisions of said plan as so amended; and 

The Commission, on February 25, 1953, having filed with this Court an Appli- 
eation to enforce and carry out the terms and provisions of said plan as so 
amended; this Court by Order dated February 25, 1953, having fixed April 9, 
1953, as the date for hearing on said Application and having prescribed the 
notice of such hearing to be given and the time in which objections might be 
made to said Application and the manner of making such objections; it appearing 
that due and sufficient notice of such hearing was given in accordance with the 
provisions of said Order of the Court; objections to said Application, together 
with supporting briefs, having been filed on behalf of a Common Stockholders’ 
Committee on Bond and Share, and no other objections having been filed; a 
memorandum and a brief in support of said Application having been filed by 
the Commission and by Bond and Share, respectively; such hearing before this 
Court having been duly held on April 9, 1953, the Commission and Bond and 
Share having appeared by their respective counsel in support of the Application, 
and said Common Stockholders’ Committee having appeared by counsel in opposi- 
tion thereto; all persons affected by the Plan having been afforded an opportunity 
for hearing; this Court having handed down its opinion of June 19, 1953, stating 
that the Court denied the Commission’s aforesaid Application for enforcement 
of the said plan as amended February 11, 1953, for the reason that the Commission 
lacked power to permit Bond and Share, prior to a determination of Bond and 
Share’s right to the exemption it seeks under Section 3 (a) (5) of the Act, to 
make investments of the kind proposed by Bond and Share in such plan; this 
Court having considered and rejected all other objections filed on behalf of the 
above-mentioned Common Stockholders’ Committee of Bond and Share; the 
Commission having moved this Court for a reargument with respect to the 
objection of the Common Stockholders’ Committee dealt with by the Court in 
its said opinion of June 29, 1953; Bond and Share having filed an affidavit 
in support of said motion for reargument; the Common Stockholders’ Committee 
having filed an affidavit in opposition; this Court having reserved decision with 
respect to such motion and having entered an order dated July 7, 1953, upon 
consent of the Commission, Bond and Share, and the Common Stockholders’ 
Committee, returning the present proceeding temporarily to the Commission 
to permit Bond and Share to file and the Commission to consider and pass upon 
certain clarifying amendments of the aforesaid plan as amended February 11, 
1953, and this Court having by such order reserved jurisdiction with respect to 
all other respects of the present proceeding; such clarifying amendments having 
been filed by Bond and Share for the purpose of meeting certain objections of 
this Court as set forth in its said opinion of June 19, 1953; Bond and Share 
having filed with the Commission on July 7, 1953, a supplemental application 
with respect to the clarifying amendments of the aforesaid plan as amended 
February 11, 1953, requesting that the Commission approve such plan as amended 
by the clarifying amendments (hereinafter referred to as the “Plan”); said 
Common Stockholders’ Committee, in consideration of the filing by Bond and 
Share with the Commission of such supplemental application proposing the 
foregoing clarifying amendments and as of the date of approval of such clarifying 
amendments by the Commission having waived the objections heretofore filed 
by the Committee with this Court insofar as such objections related to the lack 
of power in the Commission under Section 9 (c) (3) of the Act to permit Bond 
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and Share to make the investments as proposed by it prior to a determination 
of its right to the exemption sought under Section 3 (a) (5) of the Act, but 
having reserved all other objections to the Plan; due and sufficient notice and 
opportunity for a hearing before the Commission having been given, and the 
Commission having approved said clarifying amendments and the Plan by its 
Supplemental Findings and Opinion and Order dated July 15, 1953, wherein 
the Commission found the Plan necessary to effectuate the provisions of Section 
11 (b) of the Act and fair and equitable to the persons affected thereby; Bond 
and Share having requested the Commission to apply to this Court by supple- 
mental application for approval of the Plan in accordance with the provisions 
of the Act; the Commission on July 16, 1953, having filed such a supplemental 
application to this Court to approve, enforce, and carry out the terms and provi- 
sions of the Plan; due and sufficient notice of such supplemental application 
having been given to all parties to the present proceeding in this Court; the 
Commission and Bond and Share having appeared by their respective counsel 
in support of the supplemental application and said Common Stockholders’ Com- 
mittee having appeared by counsel in opposition thereto; and this Court having 
duly considered the Plan, the objections thereto, the briefs filed, and the record 
herein, and being fully advised in the premises; it is hereby 


FOUND, ORDERED, ADJUDGED, AND DECREED 


1. The Court finds and concludes that the Commission’s findings of fact and 
conclusions of law embodied in its Findings and Opinion dated January 27, 
1$o8, and its Oruer dated February 20, 1953, set forth as Exhibits F and H, 
respectively, to the Commission’s Application herein, as supplemental by the Com- 
mission’s Supplemental Findings and Opinion and Order dated July 15, 1953 
(Exhibit C to the Supplementai Application herein), are supported by substan- 
tial evinence and were arrived at in accordance with legal standards. 

2. The Court approves the Plan as fair and equitable and as appropriate to 
effectuate the provisions of Section 11 of the Act, overrules the objections 
thereto, and hereby directs that the Plan be enforced and carried out in accord- 
ance with the terms and provisions of the Plan and subject to the terms and 
conditions of said Order of the Commission dated July 15, 1953, and as herein- 
after directed. 

3. Subject to the terms and conditions of said Order of the Commission, and 
to the extent necessary to enforce and carry out the terms and provisions of 
the Vian and for the purpose of enforcing and carrying out the terms and provi- 
sions thereof, this Court hereby takes and continues exclusive jurisdiction of 
Bond and Share and its assets, whether now owned or hereafter acquired, and 
wherever iocated. 

#4. Bond and Share shall retain possession of its assets and continue the opera- 
tion of its business through its officers, directors, employees, and agents in 
accordance with its Certificate of Consolidation, as amened, and its bylaws, as 
amended, except as may be otherwise expressly provided by this Order or any 
other subsequent order herein, and Bond and Share may enter into any trans- 
action not inconsistent with the Plan or this Order, including the filing of any 
appropriate applications or declarations or notices with the Commission in 
conformity with the Act and with the Rules and Regulations and orders promul- 
gated and issued thereunder, in all cases where such filing would be required 
if this Court had not taken such jurisdiction. 

5. Bond and Share, acting by or through its officers, directors, employees, and 
agents, is hereby authorized, ordered, and directed to take and to cause to be 
taken as soon as practicable, any and all action necessary or appropriate to 
consummate and carry out the Plan in accordance with the terms and provi- 
sions of the Plan and the Order of the Commission approving it, and of this 
Order. 

6. The form and provisions of the certificate attached hereto and marked as 
Exhibit A, as well as of the affidavit annexed to such certificate and made a 
part thereof, be and the same hereby are approved in all respects by this Court, 
and the filing of said certificate by Bond and Share, after the same has been 
duly executed and acknowledged by the Secretary (or Assistant Secretary) of 
Bond and Share, in the office of the Secretary of State of New York as a cer- 
tificate entitled to be filed and recorded therein pursuant to the New York Stock 
Corporation Law, and in the office of the Clerk of New York County, in which 
County the office of Bond and Share is located, all as provided by Section 26—-a 


of the New York Stock Corporation Law, be and the same hereby is authorized 
and directed by this Court. 
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7. Upon the filing of the said certificate with the Secretary of State of New 
York, after it has been duly executed and acknowleged as above provided in 
substantially the form attached hereto as Exhibit A, the certificate of incorpo- 
ration (certificate of consolidation, as amended) of Bond and Share shall, as 
contemplated by said Section 26—-a of the New York Stock Corporation Law, 
be effectively amended so as to reflect all of the modifications provided in said 
certificate so filed. 

8. After consummation of steps (1), (2), and (3) set forth in Section C of 
the Plan Bond and Share may apply to this Court for an order releasing and 
discharging it and its assets, in whole or in part, from the jurisdiction of this 
Court. 

9. All security holders of Bond and Share, and all other persons, are hereby 
permanently enjoined from doing any act or taking any action interfering or 
tending to interfere with these proceedings, or with the enforcement or carrying 
out of the terms and provisions of the Plan, or with compliance with the orders 
of the Commission or of this Court approving the Plan, or with any of the 
transactions proposed in or contemplated by the Plan, including the commence- 
ment or prosecution of any action, suit, or proceeding, at law or in equity or 
under any statute, in any court or before any executive administrative officer, 
commission, or tribunal, other than such proceedings before the Commission or 
this Court as may be appropriate under the Act and the Rules and Regulations 
promulgated thereunder, and such review, if any, in an appropriate appellate 
court of the United States as may be provided by law. 

10. This Court reserves jurisdiction to entertain further proceedings, to make 
such further findings, to enter such supplemental orders, and to take such other 
and further action as it may deem appropriate in connection with the Plan, the 
transactions incident thereto, and the consummation thereof, including review, 
if application therefor is duly made, of subsequent orders of the Commission 
relating to the Plan. 

By the Court. 

Joun F. X. McGoney, 
United States District Judge. 
Dated: New York, N. Y., July 16, 1953. 
No objection as to form. Jacob Lippman, 
JACOB LIPPMAN, 
Counsel to Common Stockholders’ Committee. 


CERTIFICATE OF AMENDMENT OF CERTIFICATION OF INCORPORATION OF 
ELEctTRIC Bonp & SHARE Co. 


Pursuant to sections 36 and 26—a of the New York stock corporation law 


The undersigned, B. M. Betsch, being the secretary of Electric Bond & Share 
Co., hereby certifies as follows: 

1. The name of the corporation is Electric Bond & Share Co. The name has 
not been changed, and the present corporation was formed by the consolidation 
of a former corporation, which had the same name, with Electric Bond & Share 
Securities Corp. pursuant to section 86 of the New York stock corporation law. 

2. The date of filing the certificate of consolidation of the corporation in the 
office of the secretary of state of the State of New York was March 13, 1929. 
The date of filing said certificate in the office of the clerk of New York County 
was March 14, 1929. 

3. The certificate of consolidation, as heretofore amended and supplemented 
by all certificates filed pursuant to law, is further amended to effect the follow- 
ing changes authorized in subdivision 2 of section 35 of the New York stock 
corporation law : 

To classify or reclassify the shares of common stock, of the par value 
of $5 per share, which the corporation is authorized to issue by changing 
the provisions of the certificate of consolidation, as heretofore amended and 
supplemented by all certificates filed pursuant to law, relating to the desig- 
nations, preferences, privileges and voting powers of the shares which the 
corporation is authorized to issue, and the restrictions or qualifications 
thereof, particularly with respect to cumulative voting at elections of 
directors and with respect to preemptive rights to subscribe for shares or 
other securities. 
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4. The provisions of the certificate of consolidation, as heretofore amended and 
supplemented by all certificates filed pursuant to law, relating to the designa- 
tions, preferences, privileges, and voting powers of the shares which the corpo- 
ration is authorized to issue and the restrictions or qualifications thereof, 
particularly with respect to cumulative voting at elections of directors and with 
respect to preemptive rights to subscribe for shares or other securities, are 
hereby amended by amending the provisions of paragraph 3 of the certificate 
of consolidation, as heretofore amended and supplemented by all certificates 
filed pursuant to law (including, without being limited to, certificate of reduction 
of capital and of elimination of all previously authorized shares of preferred 
stock, dated October 4, 1948, particularly sections 9 and 10 thereof), so that 
the same shall be and read as follows: 

“3. The amount of the capital stock which the corporation is authorized to 
issue is $100 million, consisting of 20 million shares of common stock, of the par 
value of $5 each. The number of shares which are to be without par value 
is none. 

“The designations, preferences, privileges, and voting powers of the shares 
of common stock, and the restrictions or qualifications thereof, shall be as follows: 

“(a) Dividends upon the common stock of the corporation may at any time 
be declared by the board of directors, payable out of any surplus, however created, 
of the corporation. 

“(b) Each holder of record of shares of the common stock shall be entitled 
at every meeting of the stockholders to one vote for every share of such stock 
standing in his name on the books of the corporation: Provided, however, That 
at all elections of directors by stockholders each holder of record of shares of 
the common stock then entitled to vote, shall be entitled to as many votes as shall 
equal the number of votes which (except for this provision as to cumulative 
voting) he would be entitled to cast for the election of directors with respect to 
his shares of common stock multiplied by the number of directors to be elected, 
and such holder may cast all of such votes for a single director or may distribute 
them among the number of directors to be voted for, or any two or more of them, 
as he may see fit, which right, when exercised, shall be termed cumulative voting. 

“The holders of a majority of the stock of the corporation entitled to vote at 
any meeting of stockholders must be present in person or by proxy at such 
meeting to constitute a quorum, less than such quorum, however, having power 
to adjourn any meeting from time to time without notice. 

“(c) The corporation from time to time may purchase any of its stock out- 
standing (so far as may be permitted by law) at such price as may be fixed by 
its board of directors or executive committee and accepted by the holders of the 
stock purchased, and may resell any stock so purchased, or otherwise acquired 
by it, at such price as may be fixed by its said board of directors or executive 
committee. 

“(d) Upon any issuance for money or other consideration of any stock of the 
corporation or of any securities convertible into any stock of the corporation, of 
any class whatsoever which may be authorized from time to time, no holder of 
stock of any kind shall have any preemptive or other right to subscribe for, 
purchase or receive any proportionate or other share of the stock or securities 
so issued, but the board of directors may dispose of all or any portion of such 
stock or securities as and when it may determine free of any such rights, 
whether by offering the same to stockholders or by sale or other disposition as the 
board of directors may deem advisable; provided, however, that if the board 
of directors shall determine to issue and sell any shares of common stock (ineclud- 
ing, for the purposes of this paragraph, any security convertible into common 
stock, but excluding shares of common stock and securities convertible into com- 
mon stock theretofore reacquired by the corporation after having been duly 
issued, and excluding shares of common stock and securities convertible into 
common stock issued to satisfy conversion or option rights theretofore granted 
by the corporation) solely for money and other than by— 

“(i) a public offering thereof, or 

“(ii) an offering thereof to or through underwriters or dealers who 

shall agree promptly to make a public offering thereof, 

such shares of common stock shall first be offered pro rata, except that the 
corporation shall not be obligated to offer or to issue any fractional interest 
in a full share of common stock, to the holders of record of the then outstanding 
shares of common stock (excluding outstanding shares of common stock held for 
the benefit of holders of scrip certificates or other instruments representing frac- 
tional interests in a full share of common stock) upon terms which, in the 
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judgment of the board of directors of the corporation, shall be not less favorable 
(without deduction of such reasonable compensation for the sale, underwriting 
or purchase of such shares by underwriters or dealers as may lawfully be 
paid by the corporation) to the purchaser than the terms upon which such shares 
are offered to others than such holders of common stock; and provided that 
the time within which such preemptive rights shall be exercised may be limited 
to such time as to the board of directors may seem proper, not less, however, 
than 14 days after the mailing of notice that such preemptive rights are available 
and may be exercised. 

“The foregoing provisions relating to the preemptive rights of the holders 
of common stock of the corporation may be amended only by the affirmative 
vote, in person or by proxy, of the holders of at least two-thirds of the outstanding 
shares of the stock of the corporation entitled to vote thereon at any meeting 
of the stockholders of the corporation called for such purpose. 

“(e) Upon the vote of a majority of all of the directors of the corporation and 
of the holders of record of a majority of the total number of shares of the 
corporation then issued and outstanding and entitled to vote (or, if the vote of 
a larger number or different proportion of shares is required by the laws of the 
State of New York, notwithstanding the above agreement of the stockholders of 
the corporation to the contrary, then upon the vote of the holders of record o: 
the larger number or different proportion of shares so required) the corporation 
may from time to time create or authorize one or more other classes of stock 
with such preferences, designations, rights, privileges, powers, restrictions, limi- 
tations and qualifications as may be determined by said vote which may be the 
same or different from the preferences, designations, rights, privileges, powers, 
restrictions, limitations and qualifications of the classes of stock of the corpora- 
tion then authorized and/or the corporation may increase or decrease the number 
of shares of one or more of the classes of stock then authorized. Any such vote 
authorizing the creation of a new class of stock may provide that all moneys 
payable by the corporation with respect to any class of stock thereby authorized 
shall or may be paid in the money of any foreign country named therein or desig- 
nated by the board of directors pursuant to authority therein granted at a fixed 
rate of exchange with the money of the United States of America therein stated 
or provided for, and all such payments shall be made accordingly. Any such 
vote may authorize any shares of any class then authorized but unissued to be 
issued as shares of such new class or classes.” 

5. Attached hereto and made a part hereof is an affidavit of the undersigned 
secretary of the corporation in compliance with subsection 1 (b) of the above- 
mentioned section 26—a of the New York stock corporation law. 

In witness whereof I have made and subscribed this certificate this ——— 
day of , 1953. 





Secretary. 
STatTe or New York, 
County of New York, ss: 

On this day of ————,, 1953 before me personally came B. M. Betsch, to me 
known and known to me to be the person described in and who executed the 
foregoing certificate and he duly acknowledged to me that he executed the same. 

Witness my hand and notarial seal this day of , 1953. 


Notary Public. 











AFFIDAVIT PURSUANT TO SUBSECTION 1(b) OF SECTION 26—a OF THE NEW YORK 
Stock CORPORATION LAW RELATING TO ELEcTRIC Bonp & SHARE Co. 


STATE OF New York, 
County of New York, ss: 

B. M. Betsch, being duly sworn, deposes and says that: 

1. He is the Secretary of Electric Bond and Share Company (“the Company”), 
a New York corporation. 

2. Provision for the making of the certificate attached hereto is contained 
in the Company’s Final Comprehensive Plan under Section 11 (e) of the Public 
Utility Holding Company Act of 1935, as such Plan was amended by applications 
of the Company to the Securities and Exchange Commission dated February 
11, 1953, and July 7, 1953 (“the Plan’) and is also contained in the order dated 
July —, 1953, of the United States District Court for the Southern District of 
New York (“the Court’) approving and enforcing the Plan. 
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3. The Plan has been approved and enforced as provided in the Public 
Utility Holding Company Act of 1935 in that the Plan was approved by orders 
of the Securities and Exchange Commission (“the Commission”) dated February 
20, 1953, and July —, 1953, in consolidated proceedings (Docket No, 54-127, 
59-8, 59-12, 54-139, and 70-1806) entitled “In the Matter of Electric Bond and 
Share Company,” and was approved and enforced by order dated July —, 1953, 
made by the Court in a proceeding (Civil Action No. 83-49) entitled “In the 
Matter of Electric Bond and Share Company.” 

4. The said order of the Court dated July 1953 has ceased to be subject to 
appeal or review." 

5. The form and provisions of the said certificate attached hereto have been 
approved by the Court and the filing of such certificate in the office of the 
Secretary of State of New York and in the office of the Clerk of New York 
County, in which County the office of the Company is located, has been authorized 
by the Court. 

6. Notice of the changes provided for in the said certificate attached hereto 
was given in the said proceedings pending before the Commission and the Court, 
or otherwise, not less than ten days preceding the making of such certificate 
to the holders of record of all of the outstanding shares or other securities of 
the Company entitled to vote or materially affected by the Plan whose names 
and addresses were known to the Company, including those who but for the 
provisions of Section 26—a, of the New York Stock Corporation Law, would be 
entitled to vote, under the laws of the State of New York or the certificate of 
incorporation of the Company (being a certificate of consolidation forming the 
Company pursuant to Section 86 of the New York Stock Corporation Law filed in 
the office of the Secretary of State of New York on March 13, 1929) with relation 
to such changes, which notice was mailed, in the manner directed by the Court, 
to each such stockholder or security holder of the Company directed to him 
at his address as it appeared on the stockbooks of the Company, unless he filed 
with the Company (or with any of the persons entitled to execute the aforesaid 
certificate) a written request that notices intended for him should be mailed 
to another address in which case the notice was mailed to the address designated 
in such request. 

7. The Plan of the Company, which is to be consummated pursuant to the 
aforesaid orders of the Commission and the Court, has for its purpose, among 
other things, the amendment of the certificate of incorporation of the Company 
so as to provide for cumulative voting for directors of the Company and for 
limited preemptive rights of stockholders of the Company, as more fully set 
forth in the said certificate attached hereto. 

Sworn to before me this day of , 1953. 


STATEMENT SUBMITTED JULY 2, 1957, BY THE DIVISION OF CORPORATE REGULATION 
OF THE SECURITIES AND EXCHANGE COMMISSION WITH RESPECT TO THE PRO- 
CEEDINGS BEFORE THE COMMISSION RELATIVE TO COMPLIANCE BY THE ELECTRIC 
Bonp & SHARE COMPANY HOLDING COMPANY SYSTEM WITH THE STANDARDS OF 
THE PUBLIC UTILITY HOLDING COMPANY Act OF 1935 


At the hearing held June 27, 1957, questions were asked of the representatives 
of the Securities and Exchange Commission with respect to the status before 
the Commission of the proceeding relative to the application of Electric Bond & 
Share Co. (Bond & Share) for exemption from the Public Utility Holding Com- 
pany Act of 1935 (act). A summary of the various proceedings relating to the 
Electric Bond & Share Co. holding company system to effectuate compliance 
with the standards of the Holding Company Act is as follows: 

On May 9, 1940, the SEC instituted a proceeding with respect to the Bond & 
Share holding company system under section 11 (b) (2) of the act.“ By order 
of June 7, 1940, the SEC specified that the hearing should be confined initially 
to the question of whether it was necessary to discontinue the existence of 
American Power & Light Co. (American), Electric Power & Light Corp. 
(Electric), National Power & Light Co. (National), and American & Foreign 


1It may be necessary to change paragraph 4 to read as follows in order to correctly 
reflect the facts: “An appeal (or other review) from the said order of the Court, dated 
July —, 1953, is pending, but does not involve any questions which, if such order should 
be reversed, would result in invalidating or materially changing any provision of the Plan 
designed to be effectuated by the said certificate attached hereto.” 

1a Hlectric Bond and Share Company et al., Holding Company Act Release No. 2051. 
A copy is attached as annex A. 
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Power Co., Inc. (Foreign Power), all registered subholding companies in the 
Bond & Share system, or any of them in order to insure that the Bond & Share 
holding company system should not be unduly complicated and that the voting 
power should not be unfairly or inequitably distributed among the security 
holders of the system.* Subsequently, on June 17, 1940, Foreign Power was 
dismissed as a party to those proceedings.® 

On August 23, 1941, the SEC issued its findings and opinion and order direct- 
ing the dissolution of National.“ On August 22, 1942, the SEC issued its findings 
and opinion and order directing the termination of the existence of American 
and Electric. One of the subsidiaries of Electric was Idaho Power Co. Since 
the August 22, 1942, order required the dissolution of Electric it necessarily 
required the divestment of Idaho Power Co. from the Electric system. This 
was accomplished by the sale by Electric of its holdings of the common stock of 
Idaho Power Co. to underwriters for public distribution.® 

By June 12, 1952, as a consequence of the consummation of various plans of 
reorganization and for divestment of control, Bond & Share had, as subsidiaries, 
100 percent of the voting stock of Ebasco Services, Inc.; 54.57 percent of the 
voting stock of Foreign Power, and 27.01 percent of the voting stock of United 
Gas Corp., a gas utility company. On that date Bond & Share filed, pursuant to 
section 11 (e) of the act, its final comprehensive plan which provided, in general, 
that (1) Bond & Share would dispose of an amount of the common stock of 
United Gas Corp. which would reduce its holdings to less than 5 percent of the 
total outstanding; (2) Bond & Share would retain its entire investment in 
Ebasco Services, Inc., and in Foreign Power; and (3) Bond & Share would 
obtain an exemption from the provisions of the act and become a registered 
investment company. 

After hearing, the SEC, on January 27, 1953, issued its findings and opinion 
in which it found that the plan could be approved only if modified in certain 
respects.’ Bond & Share filed modifications to its plan on February 11, 1953, in 
compliance with the requirements of the SEC’s findings and opinion and, on 
February 20, 1953, the Commission issued its order approving the plan, as 
modified.® 

Subsequently, upon the request of Bond & Share, the SEC applied to the 
United States District Court for the Southern District of New York for enforce- 
ment of the plan. That court, on June 19, 1953, determined that it could not 
approve the application for enforcement.’ However, on July 15, 1953, the SEC 
issued a supplemental opinion approving certain clarifying amendments to the 
plan filed by Bond & Share” and, on July 16, 1953, the United States District 
Court for the Southern District of New York issued its order enforcing the plan 
after the supplemental opinion was submitted to the court.” 

The final comprehensive plan of Bond & Share provided for a 2-year period 
from July 16, 1953, for compliance with the divestment program relating to the 
United Gas stock. It also provided that, not later than 60 days after completion 
of the United Gas stock divestment program, Bond & Share would file with the 
SEC and prosecute diligently an application for an exemption from all pro- 
visions of the act other than section 9 (a) (2). The divestment program for 
the United Gas stock was effectuated within the required 2-vear period and, on 
June 6, 1955, Bond & Share filed its application for exemption with the Com- 
mission. On July 18, 1955, the SEC issued its notice of filing and order for 
hearing with respect to the exemption application.” The hearing in this matter 
has been held from time to time and is now in recess. 


2 Electric Bond and Share Company etal., 78S. EB. C. 391. 

3 Electric Bond and Share Company et al., Holding Company Act Release No. 2118. 
A copy is attached as annex B. 

* Electric Bond and Share Company et al., 9S. EB. C. 978. 

5 Electric Bond and Share Company et al., 11 8S. E. C. 1146. <A copy of the order re- 
lating to Electric is attached as annex C. 

6Jdaho Power Company et al., 14 S. EB. C. 167 (August 31, 1943). A copy of the 
order permitting the declaration to become effective is attached as annex D. 

7 Blectric Bond and Share Company, 34 8S. E. C. 536. 

8 Electric Bond and Share Company, Holding Company Act Release No. 11725. A copy 
is attached as annex E. 

® Electric Bond and Share Company, 113 F. Supp. 547. 

10 Electric Bond and Share Company, 35 8. BP. C. 236. 

1 Unreported (Civ. No. 83-49). <A copy of the order of the court is attached as annex F. 

122 Blectric Bond and Share Company, Holding Company Act Release No. 12946. A 
copy is attached hereto as annex G. 
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ANNEX A 
(Release No. 2051) 
UNITED STATES OF AMERICA 
BEFORE THE SECURITIES AND EXCHANGE COMMISSION 


At a regular session of the Securities and Exchange Commission, held at its office 
in the city of Washington, D. C., on the 9th day of May, A. D., 1940 


In the matter of Electric Bond and Share Company, American Power & Light 
Company, Pacific Power & Light Company, Electric Power & Light Corpora- 
tion, Utah Power & Light Company, National Power & Light Company, Ameri- 
can & Foreign Power Company, Inc., Ebasco Services Incorporated, respondents, 
File No. 59-12 


Notice of and order for hearing pursuant to section 11 (b) (2) of the Public 
Utility Holding Company Act of 1935 


The Commission having examined the corporate structure of Electric Bond 
and Share Company, a registered holding company, and its subsidiary companies, 
the relationships among the companies in the holding company system of said 
Electric Bond and Share Company, the character of the interests thereof and the 
properties owned or controlled thereby, and the Commission having reasonable 
grounds to believe that: 

I 


1. Electric Bond and Share Company, a registered holding company, is a cor- 
poration organized under the laws of the State of New York and maintains prin- 
cipal offices for the doing of business in the City of New York, State of New 
York. 

2. As of December 31, 1938, the capitalization of said Electric Bond and Share 
Company was as follows: 


Type of security Amount Par or stated 
outstanding value 


Shares 

$5 preferred stock, cumulative, no par E y 1%. 300, 000 $30, 000. 000. 00 

$ preferred stock, cumulative, no par gheidek <a diy scien 1, 155, 655 115, 
> 


Common stock, $5 par 267, 164+ 26, 





« 


3. Each share of stock of each of the above classes is entitled to one vote 
with respect to ordinary business for the corporation. The $5 preferred stock 
and $6 preferred stock have equal rank as to dividends and in liquidation, and 
have a liquidating value of $100 per share plus unpaid cumulative dividends. 
Dividends have been regularly declared and paid on both classes of preferred 
stock. No dividends of any kind have been declared or paid on the common stock 
since January 16, 1933; no dividends in cash have been declared or paid on the 
common stock since organization of the present company in 1929. 

4. The following are subsidiary companies of said Electric Bond & Share Co, 
and are also registered holding companies within the meaning of the Public 
Utility Holding Company Act of 1935 (hereinafter referred to as the act): 


State of 

Name organization 
DiRT eR i. OI i ii ec snes sik eh eSeeeipanesiemce- Dace __. Maine. 
POC FOWEL GH Lae Sickert ite nine Seiden an 
Misetric) Power. &. taant Comm... See Ray 
UTR: mT A OG 8 in i tcl kd date eae Do. 
pot SE ge a OMT 8, ae a Sa a ene a Ne New Jersey. 
Amerioan &. Wore FOCEr 0. TC neta sie oe inne Maine. 


In addition, said Electric Bond & Share Co. directly or indirectly owns, con- 
trols, or holds with power to vote, more than 10 percent of the outstanding 
voting securities of American Gas & Electric Co., a registered holding company. 
An application pursuant to section 2 (a) (8) of the act for an order declaring 
that neither American Gas & Electric Co. nor any of its subsidiary companies 
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is a subsidiary company of Electric Bond & Share Co. is now pending before 
the Commission. The effect of the filing of such an application is indicated in 
paragraph 45 below. 

The following are subsidiary companies of said Electric Bond & Share Co. 
and are engaged in the businesses respectively set forth opposite their names: 





_ es | : : 
Name Place of organization Nature of business 
| 
as sities —|— paca cahaaey 
Ebasco Services, Inc_-- Focal cer a) 8 Service company. 
Two Rector Street Corp___--_-- — | SN aan , Real estate. 
Emprezas Electrices Brasileiras, S. A_____- one el, ME. --- Service company. 


Compania Constructora del Pacifico_- : cewoh lash | Chile. . Construction company. 


6. The number of shares of capital stock and option warrants of each of the 
registered holding companies named in paragraph 4 which were directly owned 
by said Electric Bond & Share Co. as of December 31, 1938, was as follows: 


| Ow ned by Electric Bond 
& Share Co. 


Number of | Percent of 
| shares | total out- 
| | standing 





American Power & L ved Co.: 


$5 preferred stock. Fl a ii ‘ : 51, 840 | 5. 30 
Common stock -_-- sais inde Big ee aS sets : ; 937, 22 31. 10 
Pacific Power & Light Co________- : ab adthaantas he (1) (4) 
Electric Power & Light Corp.: 
$7 preferred stock _- Losdataa oa 485 .09 
2d preferred stock, series A ($7).-._---_-- . ioe : 13, 995 17. 34 
Common stock ---_---- bber woe 1, 976, 638 | 57. 59 
Option warrants 2 urehs ase common stock = capeea’ 393, 408 | 70.72 
Utah Power & Light Co__. 2 0) (1) 
National Power & L ight Co.: Common stock_-._._.._.--- 2, 549, 450 | 46. 56 
American & Foreign Power Comp: any Inc.: 
$6 preferred stock__.__.___- k ; e | 65, 899 | 17.00 
Preferred stock ($7)___.._- eect aoe | 13, 890 | 2. 88 
2d preferred stock, series A ($7)_- 2, 158, 236 | 83. 02 
Sr a ee ewan ; 2s: 881, 500 | 2.51 
Option warrants to purch: ase common stock - -- : 5, 812, 884 | 87.39 
American Gas & Electric Co.: Common stock______--- eect | 846, 986 | 18. 89 








1 None owned directly. 


In addition, said Electric Bond & Share Co. owned substantial amounts of 
(a) other classes of securities of certain of said registered holding companies, 
(b) various securities of certain subsidiary companies, and (c) various securi- 
ties of companies not in the holding company system of said Electric Bond & 
Share Co. 

The consolidated assets of American Power & Light Co. and its subsidiary 
companies are shown on the consolidated balance sheet as of December 31, 1938, 
at $828,116,495.28. As of the same date, the aggregate market value of voting 
securities of American Power & Light Co. held by Electric Bond & Share Co. 
was $7,697,951. The consolidated assets of Electric Power & Light Corp. and 
its subsidiary companies are shown on the consolidated balance sheet as of 
December 31, 1938, at $719,307,830.60. As of the same date, the aggregate 
market value of voting securities of Electric Power & Light Corp. held by 
Electric Bond & Share Co. was $22,750,131. The consolidated assets of National 
Power & Light Co. and its subsidiary companies are shown on the consolidated 
balance sheet as of December 31, 1938, at $583,370,009.85. 

As of the same date, the aggregate market value of voting securities of 
National Power & Light Co. held by Electric Bond & Share Co. was $20,958,712. 
The consolidated assets of American & Foreign Power Co., Inc., and its subsidiary 
companies are shown on the consolidated balance sheet as of December 31, 1938, 
at $753,668,025.03. As of the same date, the aggregate market value of voting 
securities of American & Foreign Power Co., Inc., held by Electric Bond & Share 
Co. was $3,085,250. Since December 31, 1938, the market values of the voting se- 
curities of the aforementioned companies, except in the case of National Power 
& Light Co., have declined substantially. 
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8. As of December 31, 1938, the holding company system of Electric Bond & 
Share Co. (not including American & Foreign Power Co., Inc., and its subsidiary 
companies or American Gas & Electric Co., and its subsidiary companies) 
served with electricity approximately 3,649 communities having an aggregate 


population of approximately 8,366,000, such communities being located in the 
States of— 


Alabama Minnesota Pennsylvania 
Arizona Mississippi South Carolina 
Arkansas Missouri Tennessee 
Colorado Montana Texas 

Florida Nebraska Utah 

Idaho Nevada Washington 
lowa New Mexico Wisconsin 
Kansas North Carolina Wyoming 
Louisiana Oregon 


As of December 31, 1938, the holding company system of Electric Bond & 
Share Co. (not including American & Foreign Power Co., Inc., and its subsidiary 
companies) served with gas approximately 407 communities having an aggre- 


gate population of approximately 3,209,000, such communities being located in 
the States of— 


Arizona Mississippi Tennessee 
Arkansas Montana Texas 
Florida Oregon Washington 
Louisiana Pennsylvania Wisconsin 


The holding company system of Electric Bond & Share Co. through the 
medium of its various subsidiary companies is also engaged in various other 
businesses as set forth elsewhere herein. 

9. A corporate chart showing the associate companies in the Hlectric Bond & 
Share Co. holding company system and the percentages of voting control in 
said holding company system (not including American Gas & Electric Co. and 
its subsidiary companies and not including the subsidiary companies of American 
& Foreign Power Co., Inc.) is attached hereto and marked exhibit A and is 
made part hereof as if set out herein in full. 


II 


10. American Power & Light Co., referred to in paragraph 4 above, a registered 
holding company, is a corporation organized under the laws of the State of 
Maine and maintains principal offices for the doing of business in the city of 
New York, State of New York. 

11. As of December 31, 1938, the capitalization of said American Power & 
Light Co., was as follows: 


| 
| Amount | Principal 
Type of security | outstanding | amount, par or 
| stated value 


Pett Gabe sci sbnnedsseb bin bnctneed ane bitte theta JS $47, 502,500 | $47, 502, 500.00 
Shares 

Preferred stock ($6) cumulative, no par._....__-- = : +793, 581 79, 300, 926. 00 

$5 preferred stock, cumulative, no par-_-_.__-- a ree 978,444 | 97, 844, 400.00 


CE NN, TO an. ocak a dbieabaueaiipebedrane wae odaesem 13,013,812 | 37, 434, 351. 29 


1 Including 5,301 shares reacquired. 


The number of shares of each class of capital stock owned by Electric Bond & 
Share Co. is stated in paragraph 6 above. 

12. Each share of stock of each of the above classes is entitled to one vote 
with respect to ordinary business of the corporation. The preferred stock ($6) 
and the $5 preferred stock have equal rank as to dividends and in liquidation, 
and have a liquidating value of $100 per share plus unpaid cumulative dividends. 
As of December 31, 1938, unpaid cumulative dividends in arrears on the two 
classes of preferred stock totaled $30,167,306.25, representing slightly more 
than 3 years’ requirements on each class. The amount of such dividends in 
arrears has increased since December 31, 1938, by reason of the payment of only 





tia OOOO AOE: 
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partial dividends during the year 1939. No dividends have been paid on the 
common stock since June 1, 1932. 

13. The following are subsidiary companies of said Electric Bond & Share Co. 
and of said American Power & Light Co. and are public-utility companies within 
the meaning of the act: 





| 
Name State of organiza- | Nature of business 
tion 



























Central Arizona Light & Power Co-___. Arizona. ___- Electric and gas. 

Florida Power & Light Co Florida Electric, gas, and ice. 

Kansas Gas & Electric Co ¥F ._| West Virginia.....| Electric. 

Minnesota Power & Light Co. _.| Minnesota... | Electric and heating 

The Montana Power Co-____- ; | New Jersey. - | Electric, gas, heating and water. 

Nebraska Power Co | Maine Electric. 

New Mexico Electric Service Co___- New Mexico ---_- Do. 

Northern Power Co_. ‘ Wisconsin Do. 

Northwestern Electric Co _- ..| Washington Electric and heating. 

Pacific Power & Light Co-.__- | Maine ; ‘ Registered holding company: electric, 
| heating, and water. 

Inland Power & Light Co__- Oregon__ Electric. 

Portland Gas & Coke Co. do | Gas. 

Superior Water, Light & Power Co_.- Wisconsin Electric, gas, and water. 

Texas Electric Service Co _-- | Texas Electric. 

Texas Power & Light Co | do__.. Do. 

Texas Public Utilities Corp do_- Electric, natural gas, ice, and water. 

The Washington Water Power Co__- ..--| Washington__- Electric, water, and heating. 


Said Inland Power & Light Co., in addition to being a subsidiary company of 
Electric Bond & Share Co. and of American Power & Light Co., is a subsidiary 
company of said Pacific Power & Light Co., a registered holding company. 

14. The following are subsidiary companies of said Electric Bond & Share Co. 
and of said American Power & Light Co. and are not public-utility companies 
within the meaning of the act, but are engaged in the businesses respectively set 
forth opposite their names: 








Name State of organiza- Nature of busines 
tion 









Consumers Water Co .| Florida_-.- Water. 
The Miami Beach Ry. Co do-__. Transportation 
























Miami Water Co do Water 

Glacier Production Co- - -- New Jersey - -- Natural gas; petroleum products. 
Great Falls Townsite Co-_- Montana Hotel and real-estate ownership. 
Yakima Credit Corp-.--_-- Washington Financing fruit marketin 

Gasco Finance Co Oregon_- Financing gas appliances 
Utilities Land Co-_- Florida Real estate 

Spokane United Rys_. 7 ae .| Washington__-. Transportation 


Said Yakima Credit Corp., in addition to being a subsidiary company of Elec- 
tric Bond & Share Co. and of American Power & Light Co., is a subsidiary com- 
pany of Pacific Power & Light Co., a registered holding company. 

15. As of December 31, 1938, unpaid cumulative dividends in arrears on pre- 
ferred stocks of subsidiary companies of American Power & Light Co. totaled 
$10,305,484.99, of which $1,668,960.90 was applicable to preferred stocks held by 
said American Power & Light Co. As of December 31, 1939, the amount of such 
unpaid cumulative dividends in arrears had decreased by approximately 7 
percent. 

16. The consolidated assets of American Power & Light Co. and its subsidiary 
companies are shown on the consolidated balance sheet as of December 31, 1938, 
at $828,116,495.28. As of the same date, the aggregate par, stated, or assigned 
value (in some cases based upon liquidating preferences, not including dividend 
arrearages, of senior classes of stock) of voting securities of the subsidiaries 
consolidated held by American Power & Light Co. was approximately $203,931,- 
000. In addition, said American Power & Light Co. owned substantial amounts 
of other classes of securities of certain of its subsidiary companies. 

17. Pacific Power & Light Co., referred to in paragraph 4 above, a registered 
holding company, is a corporation organized under the laws of the State of Maine 
and maintains principal offices for the doing of business in the city of Portland, 
State of Oregon. 
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18. As of December 31, 1938, the capitalization of said Pacific Power & Light 
Co. was as follows: 


; Amount | Principal 
Type of security | outstanding | amount, par or 
stated value 


Funded debt. 


a ae oe a Be aes : oe eee $23, 294, 500 $23, 294, 500 
Shares 

7 percent preferred stock, cumulative, $100 par__._._____________ ee ' 58, 100 5, 810, 000 

$6 preferred stock, cumulative, no par ; Ses hercnialiieas eisai 10, 585 1, 058, 500 

Common stock, no par____-. Seesetres ae ee ee aa 1, 000, 000 7, 000, COO 


! Including 1,676 shares reacquired. 


As of December 31, 1938, American Power & Light Co. owned $2,794,500 
principal amount of said funded debt and all shares of said common stock. As 
of December 31, 1938, Electric Bond & Share Co. owned $285,000 principal 
amount of said funded debt. 

19. Each share of 7 percent preferred stock and each share of common stock 
of Pacific Power & Light Co. is entitled to one vote with respect to ordinary 
business of the corporation. The $6 preferred stock has no general voting 
power. The 7 percent preferred stock and $6 preferred stock have equal rank 
as to dividends and in liquidation, and have a liquidating value of $100 per share 
plus unpaid cumulative dividends. As of December 31, 1938, unpaid cumulative 
dividends in arrears on the 2 classes of preferred stock totaled $191,032.50. 
Since December 31, 1938, the cumulative dividends in arrears have been paid 
in full. No dividends have been paid on the common stock since December 31, 
1931. 

Iil 


20. Electric Power & Light Corp., referred to in paragraph 4 above, a regis- 
tered holding company, is a corporation organized under the laws of the State 
of Maine and maintains principal offices for the doing of business in the city of 
New York, State of New York. 

21. As of December 31, 1938, the capitalization of said Electric Power & Light 
Corp. was as follows: 


Amount Principal 
Type of security outstanding | amount, par or 
| stated value 


| 
| 
a 
| 
| 
| 


nl) oe ae eee ame $31, 980, 930. 67 $31, 980, 930. 67 
| 
| Shares 

$7 preferred Stack cin ative. Te DAE cin ooo ooo ec cememmutdeconsecese 1 515, 135 


$6 preferred stock, cumula ative, I... dnc ce tkkenaddbaaaddaysocamae 255, 430+- | 155, 044, 139, 
2d preferred stock, series A ($7 hp mente, no par | 80, 189 | s 139. 40 
Common stock, no par ; ree tk: 2 3, 433, 189 


Option warrants (without expiration date) to purchase common stock. -- 556, 254 


| 
| 
er] Warrants 


| Including 973 shares reacquired. 
2 Including 902 shares reacquired. 


The number of shares of each class of capital stock owned by Electric Bond 
& Share Co. is stated in paragraph 6 above. 

22. Each share of $7 preferred stock, $6 preferred stock, and common stock 
of Electric Power & Light Corp. is entitled to 1 vote with respect to ordinary 
business of the corporation. The second preferred stock, series A ($7), has no 
general voting power. The $7 preferred stock and $6 preferred stock have equal 
rank, prior to the second preferred stock, series A ($7), as to dividends and 
in liquidation, and have a liquidating value of $100 per share plus unpaid 
cumulative dividends. The second preferred stock, series A ($7), has a liquidat- 
ing value of $100 per share plus unpaid cumulative dividends. As of December 
31, 1938, unpaid cumulative dividends in arrears on the 3 classes of preferred 
stock totaled $55,484,388.92, representing slightly more than 6 years’ require- 
ments on the $7 preferred stock and $6 preferred stock, and approximately 6%4 
years’ requirements on the second preferred stock, series A ($7). The amount 
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of such dividends in arrears has increased since December 31, 1986, by reason 
of the failure to declare or pay any dividends during the year 1939. No divi- 
dends have been paid on the common stock since May 2, 1932. 

23. The following are subsidiary companies of said Electric Bond & Share 
Co. and of said Electric Power & Light Corp. and are public-utility companies 
within the meaning of the act: 





Name State of organiza- | Nature of business 

| tion 

Arkansas Power & Light Co_..-........--... Arkansas... ....-- | Electric, gas, water, ice, and heating. 

Dallas Power & Light Co.._..........-.---.- Texas.............| Electric. 

RD I ee oo ne enero ncw ones SE i) eae | Do. 

Louisiana Power & Light Co-.........------- 5 Doce aiiinenoe Electric, gas, water, ice, and transpor- 
| tation. 

Mississippi Power & Light Co___.-.-.-....-- a DD dentivetadend | Do. 

New Orleans Public Service, Inc-----.--.--- Louisiana. -....... Electric, gas, and transportation. 

United Gas Corp--........-..---- bent onre | Delaware ca Gas. 

Utah Power & Light Co..................... ic chainin erie | Registered holding company, electric, 
| and heating. 

Utah Light & Traction Co. --...........-.-.-| NE ais were drone | Electric and transportation. 

The Western Colorado Power Co____._.-.--- | Colorado..._......| Electric. 


The two last-named companies, in addition to being subsidiary companies of 
Blectric Bond & Share Co. and of Electric Power & Light Corp., are subsidiary 
companies of said Utah Power & Light Co., a registered holding company. 

24. The following are subsidiary companies of said Electric Bond & Share 
Co. and of said Electric Power & Light Corp. and are not public-utility companies 
within the meaning of the act, but are engaged in the businesses respectively set 
forth opposite their names: 


| j 





Name | Place of organiza- | Nature of business 
tion 

Capital Transportation Co___.........-...-- | Delaware_.-_- ----| Transportation. 

White River Power Co______- ee eat CR OO | Arkansas .....| Ownership of hydro site. 

Dallas Railway & Terminal Co Hea! PE | Transportation. 

Gentilly Development Co., Inc ..-.------}| Louisiana_........| Real estate. 

I I oie etndennvcnaenevsee | Delaware a | Ownership of leased transportation 
properties. 

Compania Mexicana de Gas, 8. A___------- I he os ioe | Natural gas. 

Cre‘iito Industrial de Monterrey, S. A sa a a a haascn Commercial banking. 

Duval Texas Sulphur Co _-_-_-_---- ap ee pm 

Houston Gas Securities Co_._.......---- ._.| Delaware_........| Ownership of securities. 

Union Producing Co-- . “ Se theaccunnsoos | Development; natural gas; petroleum 
products. 

Springhill Land Co., Inc_ _- See, Ul ...-| Real estate. 

Unitei Gas Pipe Line Co_..............---.| Delaware--_-- Kin Natural gas; gasoline extraction. 

Houston Gulf Gas Co__.........-.--- Soca ieee amet Development; natural gas; crude oil. 


United Oil Pipe Line Co____._-- ie 7 =I a do Transportation of crude oil, 


25. As of December 31, 1938, unpaid cumulative dividends in arrears on pre- 
ferred stocks of subsidiary companies of Electric Power & Light Corp. totaled 
$68,404,705.42, of which $45,621,103 was applicable to preferred stocks held by 
said Electric Power & Light Corp. As of December 31, 1939, the amount of such 
unpaid cumulative dividends in arrears had increased by approximately 7 percent. 

26. The consolidated assets of Electric Power & Light Corp. and its subsidiary 
companies are shown on the consolidated balance sheet as of December 31, 1938, 
at $719,307,830.60. As of the same date, the aggregate par, stated, or assigned 
value (in some cases based upon liquidating preferences, not including dividend 
arrearages, of senior classes of stock) of voting securities of the subsidiaries 
consolidated held by Electric Power & Light Corp. was approximately $196,- 
932,000. In addition, said Electric Power & Light Corp. owned substantial 
amounts of other classes of securities of certain of its subsidiary companies. 

27. Utah Power & Light Co., referred to in paragraph 4 above, a registered 
holding company, is a corporation organized under the laws of the State of 
Maine, and maintains principal offices for the doing of business in the city of 
Salt Lake City, State of Utah. 

28. As of December 31, 1938, the capitalization of said Utah Power & Light 
Co. was as follows: 
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Amount Principal 
Type of security outstanding | amount, par or 
stated value 


UN 522 15h coceadanieuenaumetiac be paatebcneikumshicrabasbeone $39, 343,000 | $39, 343, 000. 00 


Shares 
$7 preferred stock, cumulative, mo par.....................-............- 207, 605 20, 780, 218. 95 
$6 preferred stock, cumulative, No per. ..............2....-......-.--..-.. 41, 921 4, 178, 568. 21 
CONTI GEOG. Tid ORS Barn Pie deen cash Tab ceeene ses 3, 000, 000 30, 000, 000. 00 


As of December 31, 1938, Electric Power & Light Corp. owned 2,100 shares of 
said $7 preferred stock and all shares of said common stock. As of December 
31, 1938, Electric Bond & Share Co. owned $300,000 principal amount of said 
funded debt. 

29. Each share of stock of each of the above classes is entitled to one vote 
with respect to ordinary business of the corporation. The $7 preferred stock 
and $6 preferred stock have equal rank as to dividends and in liquidation, and 
have a liquidating value of $100 per share plus unpaid cumulative dividends. 
As of December 31, 1938, unpaid cumulative dividends in arrears on the 2 classes 
of preferred stock totaled $6,961,107.42, representing slightly more than 4 years’ 
requirements on each class. As of December 31, 1939, the amount of such unpaid 
cumulative dividends in arrears had increased by approximately 8 percent. No 
dividends have been paid on the common stock since February 29, 1932. 


IV 


30. National Power & Light Co., referred to in paragraph 4 above, a registered 
holding company, is a corporation organized under the laws of the State of New 
Jersey, and maintains principal offices for the doing of business in the city of 
New York, State of New York. 

31. As of December 31, 1938, the capitalization of said National Power & Light 
Co. was as follows: 


Amount Principal 
Type of security outstanding | amount, par or 
| stated value 
Funded debt _- id Saline cy he sl cls $21, 803,000 | $21, 803, 000. 00 
Shares 
$6 preferred stock, cumulative, no par Z 279, 716 |) 108 onc - 
Common stock, no par___. . 5, 456, 117 |f 125, 839, 094. 67 


The number of shares of each class of stock owned by Electric Bond & Share 
Co. is stated in paragraph 6 above. 

32. Each share of common stock is entitled to one vote with respect to ordinary 
business of the corporation. The $6 preferred stock has no general voting power. 
The $6 preferred stock has a liquidating value of $100 per share plus unpaid cumu- 
lative dividends. Dividends have been regularly declared and paid on both the 
$6 preferred stock and the common stock. 

33. The following are subsidiary companies of said Electric Bond & Share Co. 
ond of said National Power & Light Co. and are public-utility companies within 
the meaning of the act: 





Name State of organiza- Nature of business 
tion 
| ‘ : 
Birmingham Electric Co-.- - -- ic ecahak Alabama........._| Electric, transportation, and heating. 
Carolina Power & Light Co-- | North Carolina_- Electric and transportation. 
The Edison Illuminating Co., ‘of Easton_ - | Pennsylvania _.- __- | Electric. 
Houston Lighting & Power Co.. dieeenie diana | aie stall Do. 
Lehigh Valley Transit Co. -. Te cal hiccnek ee ania___._| Electric and transportation. 
Memphis Generating Co_______.._....-.-.-- | Tennessee... ___- | Electric. 
Pennsylvania Power & Light Co-_-_- .--| Pennsylvania__.._| Electric, gas, and heating. 
Roanoke River Power Co. -.-.-....-..--------- ViVGiiRt. 064.2. | Electric; ownership of development 
| site, 

West Tennessee Gas Oo-......-.....-....-.- | Viorida.-......... Gas, 
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34. The following are subsidiary companies of said Electric Bond & Share Co. 
and of said National Power & Light Co. and are not public-utility companies 
within the meaning of the act, but are engaged in the businesses respectively set 
forth opposite their names: 








Name | State of organiza- Nature of business 
tion 
Capitan Corp cea sk ‘ | Tennessee _- | Real estate. 
Easton Transit Oe..........-..... i Pennsylvania_....| Ownership and leasing of transporta- 
tion property. 
Easton & South Bethlehem Transportation |-_-...do-_--_--- | Transportation. 
Co. 

Freemansburg Land Co- ae Se ee 

Allentown Bridge Co___- ae do__. ; | Toll bridge. 

Lehigh Valley Realty Co_- ; | do__.- __..| Real estate. 

Lehigh Valley Transportation Co----_-- GOs ku. Transportation. 

Norristown Transit Co a oe | a 2 -.--| Ownership and leasing of transporta- 
| tion property. 

Hazle Township Water Co- sud CORBI Pi Le eee). -2c. nce, 

Hummelstown Water Supply Co-.---- ee Se Do. 

North Branch Development Co--- Os shints Natural gas. 

Pennsylvania Realty & Investment Co-___- Ce ca Real estate and investments. 

West Pittston-Exeter Railroad Co-._-_-__-- Ss 2 ....| Short-line railroad. 

Susquehanna Gas Co.._.........------.---.- .do__..........| Natural gas pipeline, 

Re a peenemie nl 7 Pee nenesh ae Water and ice. 

Tennessee Public Service Co__......-------- er eee in process of liquidation. 

Vey es i oe Pennsylvania__...| Ownership of nonutility assets, 

Wrightsville Water Supply Co._----.--...../--.--- TD seeciscenen Water. 


35. As of December 31, 1938, unpaid cumulative dividends in arrears on pre- 
ferred stocks of subsidiary companies of National Power & Light Co. (other 
than Tennessee Public Service Co. which is in process of liquidation) totaled 
$6,123,771.67, of which $5,835,433.33 was applicable to preferred stocks held by 
said National Power & Light Co. As of December 31, 1939, the amount of such 
unpaid cumulative dividends in arrears had increased by approximately 4 percent. 

36. The consolidated assets of National Power & Light Co. and its subsidiary 
companies are shown on the consolidated balance sheet as of December 31, 1938, 
at $583,370,009.85. As of the same date, the aggregate par, stated, or assigned 
value (in some cases based upon liquidating preferences, not including dividend 
arrearages, of senior classes of stock) of voting securities of the subsidiaries 
consolidated held by National Power & Light Co. was approximately $79,882,000 
(pro forma to reflect liquidation of Lehigh Power Securities Corp. in 1939). In 
addition, said National Power & Light Co. owned substantial amounts of other 
classes of securities of certain of its subsidiary companies. 


V 


37. American & Foreign Power Co., Inc., referred to in paragraph 4 above, a 
registered holding company, is a corporation organized under the laws of the 
State of Maine and maintains principal offices for the doing of business in the 
city of New York, State of New York. 


38. As of December 31, 1938, the capitalization of said American & Foreign 
Power Co., Inc., was as follows: 


Type of security outstanding | amount, par or 


stated value 


| 
Amount Principal 
| 


ES a an ee ee a le 
! 


or d Shares 
Preferred stock ($7), cumulative no par_.............-.............._._--| 478, 995 
$6 preferred stock, cumulative, no par Sadun oars 387, 025+} 


2d preferred stock, series A ($7), cumulative, no par Sentdtaiae eae 2, 599, 611 
Common stock, no par- 


292 939. 972 
Ee his b acto is anactccct On ik eee ee 
; | Warrants | 
Option warrants (without expiration date) to purchase common stock___! 6, 651, 994+ | 
Allotment certificates for preferred stock ($7) Wik ccs ciaitl tolee 480. 00 


_ The number of shares of each class of capital stock owned by Electric Bond & 
Share Co. is stated in paragraph 6 above. As of December 31, 1938, Electric 
Bond & Share Co. owned $40,300,000 principal amount of the funded debt of 
American & Foreign Power Co., Inc. 
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39. Each share of common stock of American & Foreign Power Co., Ince., is 
entitled to one vote with respect to ordinary business of the corporation. The 
preferred stock ($7), the $6 preferred stock, and the second preferred stock, 
series A ($7), have no general voting power. The preferred stock ($7) and 
the $6 prefererd stock have equal rank, prior to the second preferred stock, series 
A ($7), as to dividends and in liquidation, and have a liquidating value of $100 
per share plus unpaid cumulative dividends. The second preferred stock, series 
A ($7), has a liquidating value of $100 per share plus unpaid cumulative divi- 
dends. As of December 31, 1938, unpaid cumulative dividends in arrears on 
the 8 classes of preferred stock tota!ed $189,851,035.85, representing approxi- 
mately 7 years’ requirements on the preferred stock ($7) and the $6 preferred 
stock, and approximately 814 years on the second preferred stock, series A ($7). 
The amount of such dividends in arrears has increased since December 31, 1938, 
by reason of the failure to declare or pay any dividends during the year 1939. 
No dividends have been paid on the common stock since organization of the 
company in 1923. 

40, Approximately 112 companies, of which 25 are incorporated under the laws 
of States of the United States or under the China Trade Act, are subsidiary 
companies of said American & Foreign Power Co., Inc., and of Electric Bond 
& Share Co. Neither American & Foreign Power Co., Inc., nor any of its sub- 
sidiary companies owns or operates any facilities used for the generation, trans- 
mission, or distribution of electric energy for sale within the United States, or 
any facilities used for the distribution at retail of natural or manufactured gas 
for heat, light, or power within the United States. Approximately 81 subsidiary 
companies of American & Foreign Power Co., Inc., and of Electric Bond & Share 
Co. are public-utility companies in the countries of Argentina, Brazil, Chile, 
China, Colombia, Costa Rica, Cuba, Equador, Guatemala, India, Mexico, Panama, 
and Venezuela. The holding company system of American & Foreign Power 
Co., Inc., through the medium of its various subsidiary companies is also en- 
gaged in various other businesses in said foreign countries. 

41. Several of the subsidiary companies of American & Foreign Power Co., 
Inc., themselves have subsidiary companies which are holding companies. The 
following subsidiary companies of American & Foreign Power Co., Inc., and 
of Electric Bond & Share Co. have outstanding securities which are held by in- 
vestors within the United States: 


Place of 
Name organization 
Cantal Mentee’ TAR & ‘Power G6. ro eet Maine. 
The Guanajuato Power & Electric Co__._-----__--__-__-_--~--~--. Colorado. 
ee re ee ar i Oe eee Florida. 
Para Ser ee. 4. cei a eee Delaware. 
Peevens: Deecwiic’ te tree “Oe a Ae ein ki eka Maine 
Re FO dine emlonsneteen—inkaitrea at Maine. 
Mexicana Electric Companies, Inc__-__..--.----_------ cialis eas Delaware. 
The Northern Mexico Power & Development Co., Ltd___------.----- Canada. 


42. The Commission has partially exempted said American & Foreign Power 
Co., Inec., from various provisions of the act applicable to it as a subsidiary 
company of Electric Bond & Share Co., and has exempted certain subsidiary com- 
panies of said American & Foreign Power Co., Inc., which are holding companies 
from all provisions of the act which would require them to register as such, and 
has partially exempted all subsidiary companies of said American & Foreign 
Power Co., Inc., from various provisions of the act applicable to them as sub- 
sidiary companies of Electric Bond & Share Co. and American & Foreign Power 
Co., Ine. 

VI 


43. American Gas & Electric Co., referred to in paragraph 4 above, is a cor- 
poration organized under the laws of the State of New York, and maintains 
principal offices for the doing of business in the city of New York, State of New 
York. Approximately 26 companies are subsidiary companies of said American 
Jas & Electric Co. The holding company system of American Gas & Electric 
Co. serves with electricity approximately 1,655 communities having an aggregate 
population of approximately 3,187,000, such communities being located in 9 
States of the United States. In addition to the proceedings pursuant to section 
2 (a) (8) of the act, referred to in paragraph 4 above, proceedings are pending 
before the Commission, pursuant to a notice of and order for hearing dated 


$41383—57—pt. 2——-37 


ep TEL LOL LT IS 
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December 1, 1939 (Holding Company Act release No. 1815, file Nos. 54-9 and 
59-2), to determine issues arising under an application filed by said American 
Gas & Electric Co. pursuant to section 11 (e) of the act and, in general, to deter- 
mine the action, if any, which American Gas & Electric Co. and its subsidiary 
companies shall be required to take in order to comply with the provisions of 
section 11 (b) (1) and section 11 (b) (2) of the act relating to simplification 
of holding-company systems. 
Vil 


44. Ebasco Services, Inc., referred to in paragraph 5 above, is a subsidiary 
service company, all of whose outstanding securities are owned by Electric Bond 
& Share Co. Said Ebasco Services, Inc., maintains principal offices for the doing 
of business in the city of New York, State of New York, and performs service, 
sales, and construction contracts for associate companies in the holding company 
system of Electric Bond & Share Co., but does not perform service, sales, or con- 
struction contracts for companies in the holding company system of American 
Gas & Electric Co. 

Vill 


45. In additien to the subsidiary companies listed in paragraphs 4, 5, 13, 14, 
23, 24, 33, and 34 above, and those referred to in paragraph 40 above, various 
inactive companies are subsidiary companies of Biectric Bond & Share Co. and 
of one of its subsidiary companies listed in paragraph 4 above. In addition, 
more than 10 percent of the outstanding voting securities of certain other com- 
panies not listed in the above paragraphs are directiy or indirectly owned, con- 
trolied, or held with power to vote, by certain of the subsidiary companies of 
Electric Bond & Share Co. but applications pursuant to section 2 (a) (8) of the 
act for orders declaring such companies not to be subsidiary companies of 
Electric Bond & Share Co. or of such other company or companies are now pend- 
ing before the Commission. Said section 2 (a) (8) provides that the filing of an 
application thereunder in good faith shall exempt the applicant from any obliga- 
tion, duty, or liability imposed in the act upon the applicant as a subsidiary 
company of a specified holding company until the Commission has acted upon 
such application. Rule U-3D-3 of the general rules and regulations under the 
act provides that the filing of such an application in good faith shall also exempt 
any company which is a subsidiary company of an applicant, and which would 
not be a subsidiary company of the specified holding company under clause (A) 
of section 2 (a) (8) if its relationships with such applicant were disregarded, 
from the obligations, duties, and liabilities imposed by any provision of the act 
or of the rules and regulations upon such company as a subsidiary company of 
such specified holding company, until the Commission has denied the application 
or has otherwise ordered. 

: i 


And the Commission further having reasonable grounds to believe that: 

46. The structure of the holding company system of said Electric Bond & Share 
Co. is unduly and unnecessarily complicated. 

47. Voting power is unfairly and inequitably distributed among security holders 
of the holding company system of said Electric Bond & Share Co. 

48. Said Electric Bond & Share Co. is a holding company with respect to cer- 
tain subsidiary companies which themselves have subsidiary companies which 
are holding companies. 

X 


Wherefore it is ordered that the said Electric Bond & Share Co., American 
Power & Light Co., Pacific Power & Light Co., Electric Power & Light Corp., 
Utah Power & Light Co., National Power & Light Co., American & Foreign Power 
Co., Inc., and Ebasco Services, Inc., shall be made respondents herein, and that 
pursuant to section 11 (b) (2) of the said Public Utility Holding Company Act 
of 1935 a hearing shall be held at the offices of the Securities and Exchange 
Commission, 1778 Pennsylvania Avenue, NW., Washington, D. C., at 10 a. m. on the 
10th day of June, 1940 (or such later date as the Commission may prior thereto 
fix by supplementary notice), to determine (1) whether the allegations of parts 
I to IX hereof, inclusive, are true and accurate; (2) whether it is necessary to 
discontinue the existence of, or modify the corporate structure of, or redistribute 
the voting power among security holders of, said Electric Bond & Share Co., or 
any of the other respondents herein; (3) what further action, if any, is neces- 
sary and shall be required to be taken by the respondents herein, or any of them, 
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in order that each of the respondents herein which is a registered holding company 
shall cease to be a holding company with respect to each of its subsidiary com- 
panies which itself has a subsidiary company which is a holding company, and 
(4) what further action, if any, is necessary and shall be required to be taken by 
the respondents herein, or any of them, to insure that the corporate structure or 
continued existence of any of the respondents herein does not unduly or unneces- 
sarily complicate the structure, or unfairly or inequitably distribute voting 
power among security holders, of the holding company system of Electric Bond 
& Share Co.; and 

It is further ordered that the Secretary of the Commission shall serve notice of 
the hearing aforesaid by mailing a copy of this order by registered mail to said 
Electric Bond & Share Co. and to each of its subsidiary companies, aforemen- 
tioned, which are respondents herein, such mailing to be made not less than 30 
days prior to the date hereinbefore fixed as the date of hearing; and that notice 
is hereby given of said hearing to the said respondents and to all other persons, 
including the security holders and consumers of the said respondents, the sub- 
sidiary companies of the said respondents, all States, municipalities, and political 
subdivisions of States within which are located any of the utilty assets of the 
Electric Bond & Share Co. holding company system or under the laws of which 
any of the respondents or their subsidiary companies are incorporated, all State 
commissions, State securities commissions, and all agencies, authorities or 
intrumentalities of one or more States, municipalities, or other political sub- 
divisions having jurisdiction over any of the respondents or their subsidiary 
companies or over any of the businesses, affairs, or operations of any of them, and 
that such notice shall be given further by general release of the Commission, 
distributed to the press and mailed to the mailing list for releases issued under 
the Public Utility Holding Company Act of 1985. Further notice shall be given 
to all persons by publication in the Federal Register, not later than 30 days 
prior to the date hereinbefore fixed as the date of hearing, of a notice as foilows: 


NOTICE OF HEARING UNDER SECTION 11 (8) (2) OF THE PUBLIC UTILITY HOLDING 
\ PANY ACT OF 1935 WITH RESPECT TO THE !10!1.DiNG-COMPANY SYSTEM OF 
ELECTRIC LOND & SHARE CO. 


Notice is hereby given that the Securities and Exchange Commission adopted an 
order on the 9th day of May 1940 directing that a hearing pursuant to section 
11 (b) (2) of the Public Utility Holding Company Act of 1935 be held with 
respect of Blectric Bond & Share Co., American Power & Light Co., Pacific Power 
& Light Co., Electric Power & Light Corp., Utah Power & Light Co., National 
Power & Light Co., American & Foreign Power Co., Inc., and Ebasco Services, Inc., 
hereinafter called the respondents, at the offices of the said Securities and 
Exchange Commission, 1778 Pennsylvania Avenue NW., Washington, D. C., at 
10 a. m. on the 10th day of June 1940 (or such later date as the Commission may 
prior thereto fix by supplementary notice). 

Said order recites that it appears to the Commission that (a) the structure 
of the holding company system of said Electric Bond & Share Co. is unduly and 
unnecessarily complicated; (b) voting power is unfairly and inequitably distrib- 
uted among security holders of the holding company system of said Hlectric 
Bond & Share Co.; and (c) said Electric Bond & Share Co. is a holding company 
with respect to certain subsidiary companies which themselves have subsidiary 
companies which are holding companies. 

Said order further provides that the purpose of such hearing is to determine 
(1) whether the allegations of parts I to IX, inclusive, of said order are true and 
accurate; (2) whether it is necessary to discontinue the existence of, or modify 
the corporate structure of, or redistribute the voting power among security 
holders of, said Electric Bond & Share Co., or any of the other respondents in 
said proceedings; (3) what further action, if any, is necessary and shall be 
required to be taken by the said respondents, or any of them, in order that each 
of the said respondents which is a registered holding company shall cease to be 
a holding company with respect to each of its subsidiary companies which itself 
has a subsidiary company which is a holding company; and (4) what further 
action, if any, is necessary and shall be required to be taken by the said rvspond- 
ents, or any of them, to insure that the corporate structure or continued existence 
of any of the said respondents does not unduly or unnecessarily complicate the 
structure, or unfairly or inequitably distribute voting power among security 
holders, of the holding company system of Electric Bond & Share Co. 

Reference is made to said notice and order for hearing for a more complete 
statement of the various matters to be determined at said hearing, and a copy 
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of said notice and order for hearing is on file and open to public inspection at 
the offices of said Securities and Exchange Commission in Washington, D. C., 
and in each of the regional offices of said Securities and Exchange Commission, 
and a copy of said notice and order for hearing may be had upon written request 
to the Secretary of said Commission, and said notice and order for hearing is 
hereby made a part of this notice as if more fully herein set forth at length. 

Notice of the aforesaid hearing is particularly given to each of the aforesaid 
respondents, Electric Bond & Share Co., American Power & Light Co., Pacific 
Power & Light Co., Electric Power & Light Corp., Utah Power & Light Co., 
National Power & Light Co., American & Foreign Power Co., Inc., and Ebasco 
Services, Inc., and to all other persons, including the security holders and 
consumers of the said respondents, the subsidiary companies of the said respond- 
ents, all States, municipalities, and political subdivisions of States within which 
are located any of the utility assets owned or operated by the Electric Bond & 
Share Co. holding-company system or under the laws of which any of the 
respondents or their subsidiary companies are incorporated, all State commis- 
sions. State securities commissions, and all agencies, authorities, or instru- 
mentalities of one or more States, municipalities, or other political subdivisions 
having jurisdiction over any of the respondents or their subsidiary companies 
or over any of the businesses, affairs, or operations of any of them. 

Said order further provides that any person proposing to intervene in said 
proceedings shall file with the Secretary of the Securities and Exchange Com- 
mission, on or before the 3d day of June 1940, his request or application therefor 
as provided by rule XVII of the rules of practice of the said Securities and 
Exchange Commission. 

By order of the Securities and Exchange Commission this 9th day of May 1940. 


[SEAL] Francis P. Brassor, Secretary. 


It is further ordered that any person proposing to intervene in these proceed- 
ings shall file with the Secretary of the Commission, on or before the 3d day 
of June 1940, his request or application therefor as provided by rule XVII of 
the rules of practice. 

By the Commission. 

[SEAL] Francis P. Brassor, Secretary. 


ANNEX B 
SECURITIES AND ExCHANGE COMMISSION 
HOLDING COMPANY ACT RELEASE NO. 2118 


At a regular session of the Securities and Exchange Commission, held at its office 
in the city of Washington, D. C., on the 17th day of June A. D. 1940 


In the matter of Electric Bond & Share Co., American Power & Light Co., Pacific 
Power & Light Co., Blectric Power & Light Corp., Utah Power & Light Co., 
National Power & Light Co., American & Foreign Power Co., Inc., Ebasco 
Services, Inc., respondents, file No. 58-12 


Order dismissing party 


The Commission having on May 9, 1940, issued a notice of and order for hearing 
pursuant to section 11 (b) (2) of the Public Utility Holding Co. Act of 1935 in 
the above matter, and having on June 7, 1940, issued an order requiring, among 
other things, that the hearing be limited initially to the issue of whether it is 
necessary to discontinue the existence of American Power & Light Co., Electric 
Power & Light Corp., National Power & Light Co., and American & Foreign Power 
Co., Inc., or any of them, in order to insure that the structure of the holding- 
company system of Electric Bond & Share Co. shall not be unduly or unneces- 
sarily complicated and that voting power shall not be unfairly or inequitably 
distributed among security holders of such system, and such order having re- 
served jurisdiction to consider and dispose of all other issues presented by the 
notice of and order for hearing in appropriate manner; and 

It appearing to the Commission that American & Foreign Power Co., Inc., 
should be dismissed as a party to this proceeding: 

It is ordered that American & Foreign Power Co., Inc., be, and it hereby is, 
dismissed as a party to this proceeding without prejudice to any future appro- 
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priate proceedings involving said American & Foreign Power Co., Inc., under sec- 
tion 11 (b) (2) or any other section of the Public Utility Holding Co. Act of 
1935 and without limitation upon the power of the Commission to issue any ap- 
propriate order directed to the remaining respondents in this proceeding. 

By the Commission. 

[SEAL] Francis P. Brassor, Secretary. 


ANNEX C 
UNITED STATES OF AMERICA BEFORE THE SECURITIES AND EXCHANGE COMMISSION 


At a regular session of the Securities and Exchange Commission, held at its 
office in the city of Philadelphia, Pa., on the 22d day of August A. D. 1942 


In the matter of Electric Bond & Share Co., American Power & Light Co., Pacific 
Power & Light Co., Electric Power & Light Corp., Utah Power & Light Co., 
National Power & Light Co., Ebasco Services, Inc., respondents, file No. 59-12, 
Public Utility Holding Co. Act of 1935, section 11 (b) (2) 


Order requiring dissolution of Electric Power & Light Corp. 


The Commission having on May 9, 1940, issued its notice of and order for hear- 
ing instituting this proceeding pursuant to section 11 (b) (2) of the Public Utility 
Holding Co. Act of 1985 and having issued supplementary orders dated Junie 7, 
1940, and June 17, 1940; and 

After hearings had been held in the above matter, the Commission having 
issued its order dated August 23, 1941, requiring the dissolution of Respondent 
National Power & Light Co. and reserving jurisdiction as to the issues in the 
proceeding with respect to the other respondents ; and 

Further hearings have been held in the above matter, and counsel for the 
respondents and for the Public Utilities Division having stipulated that the 
record may be closed with respect to respondent, Electric Power & Light Corp., 
and that the Commission may proceed to enter its findings, opinion, and order 
with respect to the aforesaid respondent; and 

Counsel for the respondent having waived any right to a trial examiner’s report 
or to submit proposed findings of fact, oral argument, or briefs with respect 
to the issues herein as respects the aforesaid respondent ; and 

The Commission having examined the record herein and having considered all 
motions and objections urged by the respondents and having this day made and 
filed its findings and opinion thereon, finding inter alia that the action herein- 
after directed to be taken is necessary to insure that the corporate structure and 
continued existence of respondent, Electric Power & Light Corp., shall not unduly 
or unnecessarily complicate the structure, or unfairly or inequitably distribute 
voting power among security holders, of the holding-company system of Dlectric 
Bond & Share Co.: 

It is ordered that the motion filed by counsel for respondents to dismiss the 
Commission’s notice of and order for hearing dated May 9, 1940, and supple- 
mentary order dated June 7, 1940, and to dismiss the within proceeding, be, and 
the same hereby is, denied as to respondent Electric Power & Light Corp., and 
that the motion filed by respondents to strike various exhibits introduced in evi- 
dence by counsel for the Public Utilities Division, be, and the same hereby is, 
denied as to Respondent Electric Power & Light Corp., and that the exceptions 
noted by respondents to rulings of the trial examiner during the course of the 
hearings be, and the same hereby are, overruled as to Respondent Electric 
Power & Light Corp.; and 

It is further ordered that the motion of respondents to consolidate with the 
within proceeding a certain “application for approval of plan under section 
11 (e) of the Public Utility Holding Company Act of 1935” heretofore filed with 
this Commission by Electric Power & Light Corp. be, and the same hereby is, 
denied ; and 

It is further ordered, pursuant to section 11 (b) (2) of the Public Utility 
Holding Company Act of 1935, that the existence of Electric Power & Light Corp. 
shall be terminated and that said company shall be dissolved. 

It is further ordered that Respondent Electric Power & Light Corp. and Re- 
spondent Electric Bond & Share Co, shall proceed with due diligence to submit 
to this Commission a plan or plans for the effectuation of this order, and shall 
tnke such other and further steps as may be necessary or appropriate to effec- 
tuate this order; and 
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It is further ordered that jurisdiction be, and the same hereby is, reserved 
to enter such further orders as may be necessary or appropriate for the purpose 
of insuring that the provisions of this order are carried out in a manner con- 
sistent with the public interest and the provisions of the act, and that juris- 
diction be, and the same hereby is, reserved with respect to all issues in the within 
proceeding not resolved by the provisions of this order above set forth. 

By the Commission. 

[SEAL] Orvat L. DuBots, Secretary. 


ANNEX D 
SECURITIES AND EXCHANGE COMMISSION, PHILADELPHIA 


HOLDING COMPANY ACT OF 1935, RELEASE NO. 4527 


In the Matter of Idaho Power Co., Electric Power & Light Corp., file No. 
70-753, and Electric Power & Light Corp., file No. 70-752 (Public Utility Hold- 
ing Act of 1935) 


SALE OF PUBLIC-UTILITY SECURITIES BY REGISTERED HOLDING COMPANY 


Declaration pursuant to the provisions of the Public Utility Holding Company 
Act of 1935 regarding sale by registered holding company of all the outstanding 
common stock of subsidiary utility comany permitted to become effective, subject, 
however, to certain conditions and reservations of jurisdiction. 


SIMPLIFICATION OF HOLDING-COMPANY SYSTEM 
(Requested order entered) 


_.Order reciting that proposed transaction is necessary or appropriate to 
effectuate the provisions of section 11 (b) of the act, requested by declarant, 
entered, the Commission so finding. 


Appearances 

Wright, Gordon, Zachry, Parlin & Cahill, of New York City, by Wallace P. 
Zachry and Daniel James, for Electric Power & Light Corp. 

A. C. Inman, of Boise, Idaho, and Reid & Priest, of New York City, by James L. 
Boone, for Idaho Power Co. 

Charles H. Kinnane and Sidney H. Willner for the Public Utilities Division of 
the Commission. 

This is the third step in a consolidated proceeding involving joint declara- 
tions and applications together with amendments thereto (File No. 70-753) 
filed under the Public Utility Holding Company Act of 1935 by Electric Power & 
Light Corp. (“Electric”), a registered holding company and a subsidiary of 
Electric Bond & Share Co. (“Bond & Share’’), also a registered holding com- 
pany, and Idaho Power Co. (“Idaho’’), an electric utility subsidiary of Electric, 
and a separate (File No. 70-752) declaration and application and amendments 
thereto filed by Electric. 

The joint filing sought approval of a contribution of stock by Electric to 
facilitate adjustments in the balance sheets and accounts of Idaho which would 
comply with orders of other regulatory bodies, as well as changes in the pro- 
visions of the certificate of organization and of the bylaws of Idaho involving 
a splitup of the common stock of Idaho, adjustment of the voting rights of 
its preferred and common stockholders, and certain other matters. 

The separate filing of Electric proposed the sale of the common stock of 
Idaho to be held by it after the changes contemplated in the joint filing and the 
use of the proceeds to purchase outstanding debentures of Electric. 

On July 29, 1943, we issued our order herein (Holding Company Act Release 
No. 4458) granting the request of Electric that its proposed sale of the common 
stock of Idaho be exempted from the competitive bidding requirements of rule 
U-50 and expressly reserving jurisdiction “to pass upon all other matters in- 
volved in these consolidated proceedings, and to pass, in case of sale of such 
shares, upon the price to be received therefor by Electric, the spread between 
the price to Electric and the offering price to the public, and all other matters 
relating to terms and conditions of said sale.” 

On August 14, 1943, we issued our memorandum, opinion and order herein 
(Holding Company Act Release No. 4494) sanctioning the transactions proposed 
in the joint filing, which were briefly summarized above and are described more 
fully in said release. 
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Hlectric has now filed amendments to its separate filing seeking approval of 
its sale of the common stock of Idaho to Blyth & Co., Inc., and Lazard Freres & 
Co. on behalf and as representatives of an underwriting group. The contract 
of sale provides for an offering price to the public of $24.625 a share and a 
spread of $1.60 a share, which will result in a yield of $23.025 net to Electric 
less its expenses. 

Electric has also requested that our order herein contain findings and recitals 
conforming to the provisions and requirements of section 1808 (f) and supple- 
ment R of the Internal Revenue Code, as amended. 

A public hearing with respect to the filing as amended was held after notice, 
and having considered the record we make the following findings with respect 
thereto. 

Idaho is a Maine corporation organized in 1915 and is an electric utility 
company within the meaning of the act. It is engaged in the hydro generation, 
transmission, distribution, and sale of electric energy and services in 17 coun- 
ties in Idaho, 2 counties in eastern Orgon, and 1 county in northern Nevada. 
The territory served has an area of approximately 15,550 square miles. Its 
population is approximately 240,000, including about 46 percent of the population 
of Idaho. The area served is primarily agricultural and lies principally in 
the Snake River Valley extending approximately 400 miles across southern 
Idaho and into eastern Oregon. The Idaho company serves approximately 
71,000 customers including about 42,000 residential and 19,000 farm, as well as 
commercial, industrial, governmental, and municipal customers. 

At the time of the commencement of proceedings herein, Electric owned 2,670 
shares of preferred stock (7 percent) of Idaho and the entire 150,000 shares 
of its common stock, $100 par value. The securities owned by Electric repre- 
sented 71.59 percent of the total voting power of Idaho’s outstanding securi- 
ties. After consummation of the transactions affecting Idaho which we have 
approved Electric will have the entire 450,000 shares of the Idaho common 
stock, $20 par value, representing 59.77 percent of the total voting power. 

Set forth below is a condensed balance sheet of Idaho as of May 31, 1943, 
giving effect to the transactions affecting Idaho, summarized above, which were 
approved as stated above, in our order herein of August 14, 1943. 








Plant, property, and equipment... nn eenecunnses * $37, 524, 400 
Investment and, S01 ACCOMM UR ic dis ein meetin 285, 784 
CR a! 9..4:ctetinkasd = olnzudutetate Rieitindetniue iti edtsiebinctsieeeiieinntidaaiiae: 1, 626, 806 
TeMBOTaTY CAB: TVORIN ABR aetna nn ennestnintiwtneh 250, 000 
ACCOUD IS POCKET ORR igisiie citsie deci cinandnintcrnnn wmacinmmneintoie 425, 122 
Other current and accrued assets_._____-_-_-------------~--- 259, 167 
Unamortized debt discount and expense___-__-_----------~-~- 591, 778 
Ci er Ceterret ORR iain sian nck ec ttstesecieriessioticcndiinienions 23, 728 
Giiin] pte ris ORs ab ic ices genic nnicmning asap eee $22, 501 
Donsignments: ( Camtee) asics caen panes centitectinnsmien 9, 026 

TOMB On coidt isthe. Wier atte nie ein cee penal pian’ wala 41, 318, 312 

Liabilities : 

First mortgage bonds, 3% percent, due 1967_--_-_---_-----~--- 18, 000, 000 
Taxes accrued_____-_- Ssstbeselh ister cnc its destinies samaeigel aay 1, 988, 329 
Eutarand neerie tad sisi aks eka bi rt tir iondenene 112, 500 
Other current and accrued liabilities___._.u--___.._..--------- 295, 938 
Detentel: CG iia Sos ce Se ah 74, 543 
Property rotivemant; Teserwve sc ss teoneniie 4, 632, 220 
CRD TORT WOR i ie ceeistt bs dean edge tensinn 39, 900 
Contributions in aid of construction. . 0.2. snes no 177, 452 
Cm 1 OMI os ert ccna 9, 026 
Preferred stock (7 percent), $100 par, 32,130 shares____-___-_- 8, 213, 800 
$6 preferred stock, no par, 28,457 shares_____-__--__-_-_------ 2, 845, 700 
Common stock, $20 par, 450,000 shares_______---_----_--_-_- 9, 000, 000 
SUA. TT aise perenne docehconew sstntpanniiieandininee 929, 703 

TOM ns, Caen 5 ea ee eel cn ee eae 41, 318, 312 


1Includes $1,905,410.26 in account 100.5 electric plant acquisition adjustments, which 
Idaho will dispose of through equal annual charges of $127,027.35 as income deductions 
over a period of 15 years beginning with the year 1948. Another item of $706,165.83 is 
2 procege of reclassification pending determination as to appropriate classification 
thereof. 
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The capitalization, including surplus, of Idaho as of May 31, 1943, giving effect 
to the transactions already approved, is as follows: 


Amount | Percent 


























Long-term debt: Ist mortgage bonds 334 percent series due 1967_........--.-.----- | $18,000,000} 53.0 
Preferred stock: pti re if] 
Preferred (7 percent) $100 par, 32,130 shares__................-..--------------- | 3, 213, 000 9.4 
I I nb emmteenwentionbncace | 2, 845, 700 8.4 
Total preferred stock. ............----.-_-.-------- ae eg ee Unt oc | 6, 058, 7 17.8 
Common stock and surplus: | br . 
ne ene ot ecapecdeuuscannenene 9, 000, 000 26.5 
PNG ete elt, JULGU Cah cuekien tube stkt banddncietdl wat caceudeL desis. | 929, 70% | 2.7 
Total common stock and surplus----_-_-.-_-- eee ste sienban oeomi ideo eeastad | 9, 929, 703 29.2 
amerneemembeniten Gf oeee DE Yoo lo lua OL class | 33, 988, 403 | 100.0 


Attached as appendix A is a comparative condensed statement of income of 
Idaho per books for each of the years 1930 to 1942, inclusive, and per books 
and pro forma for the 12 months ended May 31, 1943. Preferred and common 
dividends paid are shown as deductions from net income. Times fixed charges 
and preferred dividends earned in each year are indicated. 

As previously stated, Idaho in the future will charge $127,027.35 a year to 
income (as income deductions) over a period of 15 years beginning with the 
year 1943, to amortize the amount of $1,905,410.26 classified in account 100.5, 
Electric plant acquisition adjustment.* Idaho’s annual preferred dividend re- 
quirements will be reduced $18,690 by reason of the capital contribution of 2,670 
shares of preferred stock (7 percent) by Electric to Idaho. 


Negotiations leading to proposed sale 


In our Memorandum opinion and order (Holding Company Act release No. 
4458) granting an exemption from competitive bidding for the proposed sale we 
referred to “the representation that the negotiations will be carried on as far 
as possible on a freely competitive basis” and referred to the fact that Joe H. 
Gill, the president of Electric, “has undertaken to keep a record of all negoti- 
ations in regard to said sale and to report all such negotiations to us.” 

In the hearings on the proposed sale Gill submitted a report containing the 
record of his negotiations. From such report and his testimony, it appears that 
there were three prospective purchasers, and that representatives of such possi- 
ble buyers went with the president of Electric to Idaho to investigate the Idaho 
Co. and to examine its properties, operations, and territory. It further appears 
that such representatives spent approximately 4 days in such investigation and 
examination, and that thereafter further discussions were conducted in New 
York for approximately 5 days with all of the interested parties, and thereafter 
for about 2 days with representatives of Blyth & Co., Inc., and Lazard Freres & 
Co., the successful group. According to Gill’s statement it was determined to 
conduct the final negotiations with the Blyth-Lazard group on the basis of pre- 
liminary bids submitted by all three groups from which it appeared that the 
Blyth-Lazard proposal would be most satisfactory to Electric from the point of 
view of both price and certainty. 

It does not appear that any other person or persons qualified to purchase the 
Idaho common stock sought to do so, or that any person was denied the oppor- 
tunity to investigate the company as a preliminary to negotiations for the pur- 
chase of such stock. 

In view of the report and the testimony herein and in the light of all of the 
surrounding circumstances we find that the negotiations were conducted in sub- 
stantial compliance with the representation as to maintenance of competitive 
conditions. 


Reasonableness of price and spread 


As previously stated, the price to the public is $24.625 a share or a total of 
$11,081,250, which is 10.9 times Idaho’s earnings per books available for com- 


1An additional annual charge to income might become necessary in case the item of 
$706,165.83 mentioned above is finally classified in account 100.5. 
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mon-stock dividends for the 12 months ended May 31, 1943, 12.2 times the pro 
forma earnings available for common-stock dividends for the 12 months ended 
May 31, 1943, and 10.5 times the average annual earnings per books available for 
common-stock dividends during the 5-year period ended December 31, 1942. 
Dividends declared and paid on the common stock of Idaho for the 12 months 
ended May 31, 1943, amount to 6.1 percent of said price and the yearly average of 
such dividends for the 5-year period ended December 31, 1942, amounts to 6.5 
percent of said price? 

The spread to the underwriters of $1.60 per share represents 6.5 percent of 
the price to the public. It is to be allocated as follows: $1 to the selling group, 
$0.50 for underwriting, and $0.10 as a management fee. 

Under all the circumstances herein we find that the price to the public and the 
spread are within the ambit of reasonableness. 


Fees and expenses 


The total expenses estimated to be incurred by Electric in connection with 
the proposed sale and collateral transactions total $78,015. The bulk of this 
amount is attributable to State transfer taxes, printing expenses, and counsel 
fees of Electric and Idaho of $19,300. The counsel fees cover work not only 
in connection with the sale but also the preparation of the registration statement 
and services performed to date in the remainder of the consolidated proceeding. 
In view of the scope of the matters and services comprised therein we find the 
fees and the total of expenses not unreasonable. 


Accounting treatment 


The investment of Electric in Idaho is carried in Electric’s investment account 
in an unsegregated “group value” with its investment in other subsidiaries 
acquired from Bond & Share at Electric’s organization in 1925. Account 100 
of the Commission’s uniform system of accounts for public utility holding com- 
panies provides with respect to two or more investments acquired prior to 
January 1, 1937, and carried at an unsegregated book amount “* * * that 
upon the sale or other disposal of any such investments the unsegregated amount 
shall be allocated to each investment unless the Commission otherwise approves 
or directs. The method followed in making the allocation shall be such as the 
Commission may approve or direct.” Electric states that it is proceeding with 
studies which will enable it to make an allocation of its group investments so 
that there will appear on Electric’s books segregated values for each of its 
investments including the investment in Idaho. Pending such segregation, 
Electric proposes to credit the proceeds of the sale of the Idaho common stock 
to the group investment, and, upon completion of the segregation, to make the 
final entry to record the transaction. Under the circumstances we will approve 
the temporary entry, reserving jurisdiction, however, over the final accounting 
treatment. 


Compliance with provisions of section 11, termination of service arrangement 


On August 22, 1942, we handed down our findings, opinion, and order under 
section 11 (b) (2) of the act (Holding Company Act release No. 3750) requiring 
the dissolution of Electric. Electric has appealed from the order to the Circuit 
Court of Appeals for the First Circuit where the appeal is now pending, briefs 
having been filed and argument heard. By reason of the pendency of its appeal, 
Electric has not filed its present proposal as a step in compliance with our order. 
It does, however, state that the filing will effectuate the provisions of section 11, 
stating it is one of the steps proposed in the section 11 (e) plan filed by it during 
the course of the 11 (b) (2) proceedings.’ Electric therefore requests that an 
order be issued finding the sale necessary or appropriate to effectuate the pro- 
visions of section 11 in conformity with the provisions of section 1808 (f) and 
supplement R of the Internal Revenue Code. 

We agree that the divorcement of Idaho from Electric is necessary to effectuate 
the provisions of section 11 and therefore make the suggested findings and will 
issue the requested order. To find the requisite compliance with the provisions 
of section 11, however, we must insure that the sale of the stock of Idaho held 
by Electric will result in its complete and unquestionable divorcement from 
Electric. In our view, such divorcement cannot be insured so long as the 
present close continuing relationship is maintained with Ebasco Services, Inc., a 


2See appendix A for condensed earnings statements of Idaho for the years 1930 to 
1942, inclusive, and for the 12 months ended May 31, 1943. 
3 See holding Company Act Release No. 3750. 
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wholly owned subsidiary of Bond & Share and the service company for all of the 
Bond & Share system domestic companies. We shall therefore condition our 
order herein to require that the contract between Idaho and Ebasco pursuant 
to which Ebasco now renders to Idaho continuing general services and special 
services shall be promptly terminated and that Idaho shall not thereafter enter 
into a service contract with Ebasco for any managerial, supervisory, or other 
continuing services. 


Listing 
It was stated at the hearing herein that Idaho intends to procure listing 


of its common stock on the New York Stock Exchange subject to the ability of 
Idaho to comply with the rules of said exchange and of the Commission. 


Use of proceeds 


As previously stated, Electric proposes to use the proceeds of the sale for the 
acquisition of a portion of its debentures. By reason of the time factors in- 
volved, we have, with the consent of Electric, determined not to pass presently 
on that phase of the consolidated proceeding, and we will therefore reserve 
jurisdiction with respect to it. 

An appropriate order will issue. 

By the Commission (Chairman Purcell and Commissioners Healy and Burke), 
Commissioners Pike and O’Brien being absent and not participating. 


[SEAL] Orvat L. DuBotrs, Secretary. 
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UNITED STATES OF AMERICA BEFORE THE SECURITIES AND ExCHANGE COMMISSION 


At a regular session of the Securities and Exchange Commission, held at its office 
in the city of Philadelphia, Pa., on the 31st day of August A. D. 1943. 


In the Matter of Idaho Power Company—Electric Power & Light Corporation, 
file No. 70-753, and Electric Power & Light Corporation, file No. 70-752 (Public 
Utility Holding Company Act of 1935) 


Order permitting declaration to become effective and partially releasing juris- 
diction previously reserved 


The Commission having hitherto issued its orders in the above-entitled con- 
solidated proceeding, one of which (Holding Company Act release No. 4458), 
issued July 29, 1943, granted an exemption from the competitive bidding require- 
ments of rule U-50 for the proposed sale by Electric Power & Light Corp. 
(“Electric”) of the common stock of Idaho Power Co. (“Idaho’’) subject to a 
reservation of jurisdiction over the terms and conditions of such sale, and the 
other of which (Holding Company Act release No. 4494), issued August 14, 1943, 
granted and permitted to become effective joint applications and declarations of 
Electric and Idaho relating principally to a proposed capital contribution by 
Electric to Idaho and reduction of capital by Idaho to facilitate adjustments in 
its accounts required by regulatory authorities, a splitup of the common stock of 
Idaho, and charter and bylaws amendments adjusting the voting rights of the 
preferred- and common-stock holders of Idaho ; and 

Electric having filed amendments to its separate filing herein with respect to 
the sale of the common stock of Idaho stating that it proposes to accept the offer 
of Blyth & Co., Inc., and Lazard Freres & Co., on behalf of and as representatives 
of an underwriting group, to purchase said common stock of Idaho at an aggre- 
gate price of $10,361,250, or $23.025 a share for the 450,000 shares, which shares 
of common stock will be offered to the public by such underwriting group at 
$24.625 a share ; and 

Electric having requested, in the event an order of the Commission shall be 
entered permitting the declaration herein to become effective that such order con- 
tain the provisions, recitals, specifications, and itemizations described in sections 
371 (b), 371 (f), and 1808 (f) of the Internal Revenue Code, as amended; and 

The Commission having on August 28, 1943, issued its notice of filing of amend- 
ment and order reconvening hearing, a public hearing having been held in accord- 
ance therewith, and the Commission having considered the record and having 
made and filed its findings and opinion herein ; and 

The Commission specifically finding that the proposal of Electric to sell said 
450,000 shares of common stock of Idaho is necessary and appropriate to the 
integration or simplification of the holding company system of which Electric is 
a member, and necessary and appropriate to effectuate the provisions of section 
11 (b) of the Public Utility Holding Company Act of 1935, all in accordance with 
the meaning and requirements of sections 371 (b), 371 (f) and 1808 (f) of the 
Internal Revenue Code, as amended : 

It is ordered that said declaration of Electric, as amended, insofar as it relates 
to said sale of the common stock of Idaho be and the same hereby is permitted 
to become effective forthwith, subject to the terms and conditions prescribed in 
rule U-—24 and subject to the additional condition that the existing service contract 
between Idaho and Ebasco Services, Inc., be promptly terminated and that Idaho 
shall not hereafter enter into a service contract with Ebasco Services, Inc., for 
any managerial, supervisory or other continuing services. 

It is further ordered that the sale and transfer by Electric of the 450,000 
shares of common stock of Idaho upon the terms and conditions set forth herein, 
is necessary and appropriate to the integration or simplification of the holding 
company system of which Electric is a member, and necessary and appropriate to 
effectuate the provisions of section 11 (b) of the Public Utility Holding Company 
Act of 1935, within the meaning and requirements of sections 371 (b), 371 (f), 
and 1808 (f) of the Internal Revenue Code, as amended. 

It is further ordered that jurisdiction be, and it hereby is, reserved over the 
final accounting treatment which Electric is to accord said sale of the common 
stock of Idaho. 

It is further ordered that jurisdiction be, and it hereby is, reserved with respect 
to the proposals made by Electric in its filing herein as to its proposed use of the 
proceeds of said sale in the acquisition of its outstanding debentures. 
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It is further ordered that the jurisdiction reserved in the said order of this 
Commission dated July 29, 1943 (Holding Company Act Release No. 4458) grant- 
ing the application made by Electric herein, that the sale by it of the common 
stock of Idaho be exempt from the competitive bidding requirements of rule 
U-50 be, and the same hereby is, released except as, and subject to the terms and 
conditions, otherwise provided in this order. 

By the Commission. 


[SEAL] OrvaL L. DuBors, Secretary. 


ANNEX E 
UNITED STATES OF AMERICA BEFORE THE SECURITIES AND EXCHANGE COMMISSION 
February 20, 1953 
(Holding Company Act Release No. 11725) 


In the Matter of Electric Bond & Share Co., File Nos. 54-127, 59-8, 59-12, and 
70-1806 (Public Utility Holding Company Act of 1935) 


Order approving plan filed under section 11 (e) of the act 


Electric Bond & Share Co. (“Bond & Share”), a registered holding company, 
having filed an application and amendment thereto pursuant to section 11 (e) 
of the Public Utility Holding Company Act of 1935 (“the Act”) and other applic- 
able provisions of the act for approval of a plan, as amended, providing generally 
for: (1) the disposition of such amount of the stock of United Gas Corp. 
(“United”) held by Bond & Share as will result in reducing Bond & Share’s 
holdings of that stock to less than 5 percent of the amount outstanding, such 
disposition to be accomplished within 2 years from the effective date of the plan, 
as amended; (2) the retention by Bond and Share of its interests in Ebasco 
Services Inc. (“Ebasco”) and American & Foreign Power Co., Inc. (“Foreign 
Pewer”), (3) the right of Bond & Share to invest available funds in new or 
established enterprises, subject to the limitations set forth in the plan, as 
amended, and subject to conformance by Bond & Share with the requirements 
set forth in the particular sections of the Investment Company Act of 1940 
stated in the plan, as amended, (4) the amendment of Bond & Share’s charter 
so as to provide for cumulative voting in the election of directors, and for 
limited preemptive rights; and (5) certain related matters, all as set out more 
fully in the plan, as amended; and 

Public hearings having been duly held after appropriate notice, at which 
hearings all interested persons were afforded opportunity to be heard; and 

Bond & Share having requested the Commission pursuant to section 11 (e) 
of the act to apply to an appropriate court to enforce and carry out the terms 
and provisions of the plan, as amended ; and 

The Commission having considered the record in the matter, and having filed 
its findings and opinion herein on January 27, 1953, finding that if modified in 
certain respects as set forth in said findings and opinion, the Commission could 
find the plan, as amended, necessary to effectuate the provisions of section 11 (b) 
of the act, and fair and equitable to the persons affected by it; and 

Lond & Share having, on February 11, 1953, filed an amendment providing for 
its modification in accordance with the aforesaid findings and opinion of the 
Commission; and 

The Commission having considered the aforesaid amendment filed on Febru- 
ary 11, 1953, in the light of its findings and opinion of January 27, 1953, and 
finding that the plan, as so amended (“amended plan’’) is necessary to effectuate 
the provisions of section 11 (b) of the act and is fair and equitable to the persons 
affected by it; 

It is ordered on the basis of the record herein, and the said findings and 
opinion, under section 11 (e) of the act and other applicable provisions thereof, 
that the said amended plan be, and the same hereby is, approved, subject to the 
terms and conditions contained in rule U-24 and to the following additional 
terms and conditions: 

1. That the order entered herein shall not be operative to authorize consum- 
mation of the transactions proposed in the amended plan until an appropriate 
United States district court shall upon application thereto enter an order en- 
forcing said amended plan; 

2. That jurisdiction be, and hereby is, specifically reserved to determine the 
reasonableness of all fees and expenses and other remuneration incurred or to 
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be incurred in connection with the said amended plan, and its predecessor plans, 
and the transactions incident thereto; 

3. That jurisdiction be, and hereby is, specifically reserved with respect to the 
action to be taken upon any further applications for exemption by Bond & Share 
from all of the provisions of the act except section 9 (a) (2); 

4. That jurisdiction be, and hereby is, specifically reserved with respect to the 
yuestion of what, if any, amount of United stock up to 5 percent of the total 
shares outstanding may ultimately be retained by Bond & Share; 

5. That jurisdiction be, and hereby is, specifically reserved with respect to the 
question of what, if any, action shall be taken in connection with any exemption 
application of Bond & Share, concerning the composition of the board of directors 
- seen and the representation, direct or indirect, by Bond & Share on said 

oard ; 

6. That jurisdiction be, and hereby is, specifically reserved with respect to the 
question of whether, after completion of the dispositions set forth in the amended 
plan, Bond & Share may continue its contractual relation with National Research 
Corp. and United ; 

7. That jurisdiction be, and hereby is, specifically reserved with respect to the 
disposition of the United stock as proposed in the amended plan and with 
ag to any acquisitions of United stock that Bond & Share may propose to 
make; 

8. That jurisdiction be, and hereby is, specifically reserved to entertain such 
further proceedings, to make such supplemental findings, and to take such 
further action as may be necessary in connection with the amended plan, the 
transactions incident thereto and the consummation thereof. 

By the Commission. 

OrvaL L. DuBots, Secretary. 


ANNEX F 
Unitrep States District CourT FOR THE SOUTHERN DISTRICT OF NEW YORK 
In the Matter of Electric Bond and Share Company 
Civil Action No. 83-49 
ORDER APPROVING AND ENFORCING PLAN 


A certain plan, and amendments thereto, for compliance with Section 11 (b) 
of the Public Utility Holding Company Act of 1935 (the “Act’’) having been 
submitted to the Securities and Exchange Commission (the “Commission’’) by 
Hlectric Bond and Share Company (“Bond and Share’’), a registered holding 
company under the Act, pursuant to Section 11 (e) of the Act; the Commission, 
after due notice and opportunity for hearing, having found such plan, as 
amended February 11, 1953 (which plan as so amended constitutes Exhibit G 
to the Commission’s Application herein) necessary to effectuate the provisions 
of Section 11 (b) of the Act and fair and equitable to the persons affected 
thereby, and having approved the same by Order dated February 20, 1953; 
Bond and Share having requested the Commission to apply to an appropriate 
United States District Court, in accordance with Sections 11 (e) and 18 (f) of 
the Act, to enforce and carry out the terms and provisions of said plan as so 
amended ; and 

‘rhe Commission, on February 25, 1953, having filed with this Court an Appli- 
eation to enforce and carry out the terms and provisions of said plan as so 
amended; this Court by Order dated February 25, 1953, having fixed April 9, 
1953, as the date for hearing on said Application and having prescribed the 
notice of such hearing to be given and the time in which objections might be 
made to said Application and the manner of making such objections; it appear- 
ing that due and sufficient notice of such hearing was given in accordance with 
the provisions of said Order of the Court; objections to said Application, 
together with supporting briefs, having been filed on behalf of a Common 
Stockholders’ Committee of Bond and Share, and no other objections having 
been filed; a memorandum and a brief in support of said Application having 
been filed by the Commission and by Bond and Share, respectively ; such hearing 
before this Court having been duly held on April 9, 1953, the Commission and 
Bond and Share having appeared by their respective counsel in support of the 
Application, and said Common Stockholders’ Committee having appeared by 
counsel in opposition thereto; all persons affected by the Plan having been 
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afforded an opportunity for hearing; this Court having handed down its opinion 
of June 19, 1958, stating that the Court denied the Commission’s aforesaid 
Application for enforcement of the said plan as amended February 11, 1953, 
for the reason that the Commission lacked power to permit Bond and Share, 
prior to a determination of Bond and Share’s right to the exemption it seeks 
under Section 3 (a) (5) of the Act, to make investments of the kind proposed 
by. Bond and Share in such plan; this Court having considered and rejected all 
other objections filed on behalf of the above-mentioned Common Stockholders’ 
Committee of Bond and Share; the Commission having moved this Court for a 
reargument with respect to the objection of the Common Stockholders’ Commit- 
tee dealt with by the Court in its said opinion of June 29, 1953; Bond and Share 
having filed an affidavit in support of said motion for reargument; the Common 
Stockholders’ Committee having filed an affidavit in opposition; this Court hav- 
ing reserved decision with respect to such motion and having entered an order 
dated July 7, 1953, upon consent of the Commission, Bond and Share, and the 
Common Stockholders’ Committee, returning the present proceeding temporarily 
to the Commission to permit Bond and Share to file and the Commission to 
eonsider and pass upon certain clarifying amendments of the aforesaid plan as 
amended February 11, 1953, and this Court having by such order reserved 
jurisdiction with respect to all other respects of the present proceeding; such 
clarifying amendments having been filed by Bond and Share for the purpose of 
meeting certain objections of this Court as set forth in its said opinion of June 
19, 1953; Bond and Share having filed with the Commission on July 7, 1953, a 
supplemental application with respect to the clarifying amendments of the 
aforesaid plan as amended February 11, 1953, requesting that the Commission 
approve such plan as amended by the clarifying amendments (hereinafter re- 
ferred to as the “Plan’’) ; said Common Stockholders’ Committee, in considera- 
tion of the filing by Bond and Share with the Commission of such supplemental 
application proposing the foregoing clarifying amendments and as of the date of 
approval of such clarifying amendments by the Commission having waived the 
objections heretofore filed by the Committee with this Court insofar as such 
objections related to the lack of power in the Commission under Section 9 (c) 
(3) of the Act to permit Bond and Share to make the investments as proposed 
by it prior to a determination of its right to the exemption sought under Section 
3 (a) (5) of the Act, but having reserved all other objections to the Plan; due 
and sufficient notice and opportunity for a hearing before the Commission having 
been given, and the Commission having approved said clarifying amendments 
and the Plan by its Supplemental Findings and Opinion and Order dated July 
15, 1953, where in the Commission found the Plan necessary to effectuate the 
provisions of Section 11 (b) of the Act and fair and equitable to the persons 
affected thereby ; Bond and Share having requested the Commission to apply to 
this Court by supplemental application for approval of the Plan in accordance 
with the provisions of the Act; the Commission on July 16, 1953, having filed 
such a supplemental application to this Court to approve, enforce, and carry 
out the terms and provisions of the Plan; due and sufficient notice of such sup- 
plemental application having been given to all parties to the present proceeding 
in this Court; the Commission and Bond and Share having appeared by their 
respective counsel in support of the supplemental application and said Common 
Stockholders’ Committee having appeared by counsel in opposition thereto; and 
this Court having duly considered the Plan, the objections thereto, the briefs 
filed, and the record herein, and being fully advised in the premises; it is hereby 


FOUND, ORDERED, ADJUDGED, AND DECREED 


1. The Court finds and concludes that the Commission’s findings of fact and 
conclusions of law embodied in its Findings and Opinion dated January 27, 1953, 
and its Order dated February 20, 1953, as set forth as Exhibits F and H, re- 
spectively, to the Commission’s Application herein, as supplemented by the Com- 
mission’s Supplemental Findings and Opinion and Order dated July 15, 19538 
(Exhibit C to the Supplemental Application herein), are supported by substan- 
tial evidence and were arrived at in accordance with legal standards. 

2. The Court approves the Plan as fair and equitable and as appropriate to 
effectuate the provisions of Section 11 of the Act, overrules the objections thereto, 
and hereby directs that the Plan be enforced and carried out in accordance with 
the terms and provisions of the Plan and subject to the terms and conditions 
of said Order of the Commission dated July 15, 1953, and as hereinafter directed. 

3. Subject to the terms and conditions of said Order of the Commission, and 
to the extent necessary to enforce and carry out the terms and provisions of 
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the Plan and for the purpose of enforcing and carrying out the terms and provi- 
sions thereof, this Court hereby takes and continues exclusive jurisdiction of 
Bond & Share and its assets, whether now owned or hereafter required, and 
wherever located. 

4, Bond and Share shall retain possession of its assets and continue the opera- 
tion of its business through its officers, directors, employees, and agents in 
accordance with its Certificate of Consolidation, as amended, and its bylaws, as 
amended, except as may be otherwise expressly provided by this Order or any 
other subsequent order herein, and Bond and Share may enter into any trans- 
action not inconsistent with the Plan or this Order, including the filing of any 
appropriate applications or declarations or notices with the Commission in 
conformity with the Act and with the Rules and Regulations and orders promul- 
gated and issued thereunder, in all cases where such filing would be required 
if this Court had not taken such jurisdiction. 

5. Bond and Share, acting by or through its officers, directors, employees, and 
agents, is hereby authorized, ordered, and directed to take and to cause to be 
taken as soon as practicable, any and all action necessary or appropriate to 
consummate and carry out the Plan in accordance with the terms and provisions 
of the Plan and the Order of the Commission approving it, and of this Order. 

6. The form and provisions of the certificate attached hereto and marked 
Exhibit A, as well as of the affidavit annexed to such certificate and made a 
part thereof, be and the same hereby are approved in all respects by this Court, 
and the filing of said certificate by Bond and Share, after the same has been 
duly executed and acknowledged by the Secretary (or Assistant Secretary) of 
Bond and Share, in the office of the Secretary of State of New York as a cer- 
tificate entitled to be filed and recorded therein pursuant to the New York Stock 
Corporation Law, and in the office of the Clerk of New York County, in which 
County the office of Bond and Share is located, all as provided by Section 26—-a 
of the New York Stock Corporation Law, be and the same hereby is authorized 
and directed by this Court. 

7. Upon the filing of the said certificate with the Secretary of State of New 
York, after it has been duly executed and acknowledged as above provided in 
substantially the form attached hereto as Exhibit A, the certificate of incor- 
poration (certificate of consolidation, as amended) of Bond and Share shall, 
as contemplated by said Section 26—a of the New York Stock Corporation Law, 
be effectively amended so as to reflect all of the modifications provided in said 
certificate so filed. 

8. After consummation of steps (1), (2), and (3) set forth in Section C of 
the Plan, Bond and Share may apply to this Court for an order releasing and 
discharging it and its assets, in whole or in part, from the jurisdiction of this 
Court. 

9. All security holders of Bond and Share, and all other persons, are hereby 
permanently enjoined from doing any act or taking any action interfering or 
tending to interfere with these proceedings, or with the enforcement or carrying 
out of the terms and provisions of the Plan, or with compliance with the orders 
of the Commission or of this Court approving the Plan, or with any of the trans- 
actions proposed in or contemplated by the Plan, including the commencement 
or prosecution of any action, suit, or proceeding, at law or in equity or under 
any statute, in any court or before any executive or administrative officer, 
commission, or tribunal, other than such proceedings before the Commission or 
this Court as may be appropriate under the Act and the Rules and Regulations 
promulgated thereunder, and such review, if any, in an appropriate appellate 
court of the United States as may be provided by law. 

10. This Court reserves jurisdiction to entertain such further proceedings, to 
make such further findings, to enter such supplemental orders, and to take 
such other and further action as it may deem appropriate in connection with 
the Plan, the transactions incident thereto, and the consummation thereof, 
including review, if application therefor is duly made, of subsequent orders of 
the Commission relating to the Plan. 

By the Court. 

JoHN F. X. McGouey, 
United States District Judge. 

Dated: New York, N. Y., July 16, 1953. 

No objection as to form. 

Jacob Lippman, 
Jacosp LIPPMAN, 
Counsel to Common Stockholders’ Committee. 
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UNITED STATES OF AMERICA BEFORE THE SECURITIES AND EXCHANGE COMMISSION 
July 18, 1955 
(Holding Company Act Release No. 12946) 


In the matter of Electric Bond & Share Co., File No. 31-627 (Public Utility 
Holding Company Act of 1935) 


Notice of filing and order for hearing 


Notice is hereby given that Electric Bond & Share Co. (“Bond & Share’), a 
registered holding company, has filed an application pursuant to section 3 (a) 
(5) of the Public Utility Holding Company Act of 1935 (‘act’) seeking an order 
of this Commission declaring that Bond & Share is exempt from all provisions 
of the act other than section 9 (a) (2); 

All interested persons are referred to said application which is on file in the 
office of this Commission for a statement of the transactions therein proposed 
which are summarized as follows: 

By orders dated February 20, 1953, and July 15, 1953, this Commission approved 
a final comprehensive plan under section 11 (e) of the act in respect of the Bond 
& Share holding company system. This plan was approved and ordered enforced 
by the United States District Court for the Southern District of New York on 
July 16, 1953. 

The plan provides for the transformation of Bond & Share from a domestic 
public-utility holding company to an exempt holding company to be registered 
under the Investment Company Act of 1940 as an investment company. Bond 
& Share is to retain its holdings of American & Foreign Power Co., Inc. (“Foreign 
Power”), an exempt public-utility holding company whose public-utility sub- 
sidiaries operate entirely outside the United States, and Bbasco Services, Inc. 
(“Ebasco”), an engineering and consulting company which renders services to 
public-utility and nonutility enterprises. Additionally, Bond & Share was re- 
quired to dispose, not later than July 16, 1955, of sufficient of its holdings of the 
common stock of United Gas Corp. (“United Gas’), a domestic public-utility 
company, so that Bond & Share would own less than 5 percent of the outstanding 
shares of common stock of United Gas. In this regard, the plan further pro- 
vided that: “Bond & Share will take any further step or steps pertinent to the 
question of the presence of any affiliation between Bond & Share and United Gas 
that may be deemed by the Commission to be necessary for Bond & Share to take 
in order to qualify for a section 3 (a) (5) exemption, including any further 
disposition of United Gas stock held by Bond & Share (below approximately 
4.9 percent of the outstanding shares of such stock). 

Accordingly, the plan as finally approved provided that, following completion 
of the dispositions of United Gas stock noted above, Bond & Share would file 
with the Commission and prosecute diligently an application under section 3 
(a) (5) of the act for exemption from all provisions of the act other than sec- 
tion 9 (a) (2). Pursuant to that provision of the plan, Bond & Share has filed 
the present exemption application. This filing states that, following consum- 
mation of the divestment program for the United Gas stock, it will, by July 16, 
1955, hold 4.97 percent of the common stock of United Gas and that, subsequent 
to that time, it will not derive any material part of its income, directly or indi- 
rectly, from any one or more subsidiary companies which are a company or 
companies the principal business of which within the United States is that of 
a public-utility company. 

In connection with the approval and enforcement of the plan, the Commission, 
among other things, noted that, at the time the definitive exemption application 
was filed, Bond & Share would be required to demonstrate that it is not in a 
position of affiliation with any domestic utility company or any utility holding 
company whose subsidiaries operate in the United States. The Commission 
also noted that Bond & Share and United Gas have an arrangement with Nationa! 
Research Corp., a nonaffiliated research organization, and that the existence of 
that arrangement might indicate an affiliated relationship which would be con- 
sidered at the time the definitive exemption application was filed. Additionally, 
in October 1954 Bond & Share and United Gas entered into an agreement under 
which they have undertaken to provide up to $13,400,000 each by subscription 
to all of the eapital stock of Escambia Bay Chemical Corp., a new company 
organized to manufacture and sell chemicals. Bond & Share and United Gas 
have also offered to make available to National Research Corp. 10 percent of the 
securities of this new company out of their joint participation and also have 
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offered to finance such acquisition of securities by National Research Corp. 
Furthermore, the Commission pointed to the fact that Bond & Share has one 
direct representative on the board of United Gas and that the propriety of that 
representation would be considered at the time the exemption applicatfon of 
Bond & Share was acted upon. 

It appearing to the Commission that it is appropriate in the public interest 
and the interest of investors and consumers that a public hearing be held with 
respect to the application of Bond & Share for exemption pursuant to section 
3 (a) (5) of the act from all provisions of the act except section 9 (a) (2) and 
that such application should not be granted except pursuant to further order of 
the Commission: 

It is ordered that a hearing on said application, pursuant to the applicable 
provisions of the act and the rules of the Commission, be held on September 14, 
1955, at 10 a. m., e. d. s. t., at the offices of the Commission, 425 Second Street 
NW., Washington, D. C. On said date the hearing room clerk in room 193 will 
advise as to the room in which such hearing will be held. Any persons desiring 
to be heard or otherwise wishing to participate in this proceeding is directed 
to file with the Secretary of the Commission on or before September 7, 1955, a 
request relative thereto as provided in rule XVII of the Commission’s Rules 
of Practice. 

It is further ordered that William W. Swift, or any other officer or officers of 
this Commission designated by it for that purpose, shall preside thereat. The 
officer or officers so designated to preside are hereby authorized to exercise all 
powers granted to the Commission under section 18 (c) of the act and to a hear- 
ing officer under the Commission’s rules of practice. 

The Division of Corporate Regulation having advised the Commission that it 
has made a preliminary examination of the application and that upon the basis 
thereof the following matters and questions are presented for consideration, 
without prejudice to the specifying of additional matters and questions upon 
further examination: 

(1) Whether Bond & Share “is not, and derives no material part of its income, 
directly or indirectly, from any one or more subsidiary companies which are, a 
company or companies the principal business of which within the United States 
is that of a public-utility company” ; 

(2) Whether Bond & Share directly or indirectly exercises (either alone or 
pursuant to an arrangement or understanding with one or more other persons) 
such a controlling influence over the management or policies of any public-utility 
company or holding company as to make it necessary or appropriate in the public 
interest or for the protection of investors or consumers that Bond & Share be 
subject to the obligations, duties, and liabilities imposed in the act upon holding 
companies ; 

(3) Whether Bond & Share directly or indirectly stands “in such relationship 
to” any public-utility company operating in the United States “that there is liable 
to be such an absence of arm’s-length bargaining in transactions between them 
as to make it necessary or appropriate in the public interest or for the protec- 
tion of investors or consumers that” Bond & Share “be subject to the obligations, 
duties, and liabilities imposed in” the act upon affiliates of a company ; 

(4) Specifically, whether interlocking directorships between Bond & Share and 
United Gas should be prohibited or any transactions or other relationships 
between Bond & Share and United Gas be subject to any of the provisions of the 
act and rules and regulations thereunder, and whether the relationships between 
Ebasco and any of its public-utility or holding-company clients should be subject 
to any of the provisions of the act and rules and regulations thereunder ; 

(5) Whether and to what extent, if any, the application of Bond & Share 
should be conditioned in respect of any of the provisions of the act and rules 
and regulations thereunder ; 

(6) Whether and what type of conditions, if any, including the possible 
requirement that periodic reports in respect of Ebasco’s activities be submitted 
to the Commission, should be imposed in any order granting Bond & Share an 
exemption from the act and rules and regulations thereunder ; 

(7) Specifically, what conditions, if any, are appropriate and necessary “to 
prevent recurrence of possible abuses which arose prior to passage of the Hold- 
ing Company Act,” and to assure that Bond & Share directly, or indirectly 
through Ebasco, does not exercise control or a controlling influence over any of 
its public-utility or holding-company clients operating in the United States or 
stand in such relationship to such public-utility or holding-company clients that 
there is liable to be an absence of arm’s-length bargaining between Ebasco 
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and these public-utility or holding-company clients or Bond & Share and the 
public-utility or holding-company clients of Ebasco ; 

(8) Whether Bond & Share should continue to retain an interest in a certain 
contract dated June 28, 1950, with National Research Corp. and United Gas for 
the conduct of research in the petrochemical field for the purpose of developing 
a commercially exploitable process or product ; 

(9) Whether Bond & Share should continue to retain an interest in Escambia 
Bay Chemical Corp. ; 

(10) Whether Bond & Share should be permitted to keep a representative on 
the board of directors of United Gas; 

(11) Whether it is necessary that Bond & Share dispose of all, or any portion 
of, the United Gas stock now held by Bond & Share. 

It is further ordered that particular attention be directed at said public hearing 
to the foregoing matters and questions. 

It is further ordered that the Secretary of the Commission shall give notice 
of the aforesaid hearing by mailing copies of this notice and order by registered 
mail to Bond & Share, United, and Ebasco, and that notice to all other persons 
shall be given by publication of this notice and order in the Federal Register, 
and that a general release of this Commission in respect of this notice and order 
be distributed to the press and mailed to the persons appearing on the mailing list 
of the Commission for releases under the act. 

3y the Commission. 


[SEAL] OrvaL L. DuBots, Secretary. 


JUNE 21, 1957. 
Mr. T. E. Roacnu, 
President, Idaho Power Co., Boise, Idaho. 


Note by this morning’s paper you have decided to forgo rapid tax writeoff. 
The Subcommittee on Antitrust and Monopoly Legislation is in process of pre- 
paring further hearings on this subject for next week. In view of your strong 
testimony before our subcommitte last week that you were entitled to the write- 
off, and in view of your testimony that you owed it to your stockholders to make 
the effort to obtain the writeoff, please wire immediately the names of offices of 
the executive branch of the Government with whom you, Mr. Parry, Mr. Kimball, 
or any others of your company or any representatives of Ebasco or anyone in 
your behalf have had contact, conferences, or consultation regarding this step. 
Please wire immediately, giving time and details of such contacts, conferences, 
or consultations. 

ESTES KEFAUVER, 
Chairman, Subcommittee on Antitrust and Monopoly Legislation, Com- 
mittee on the Judiciary. 


Boise, Ipano, June 22, 1957. 
Senator Estes KErAUVER, 
Chairman, Subcommittee on Antitrust and Monopoly Legislation, 
Senate Committee on the Judiciary: 


We have had no contacts, conferences, or consultations with any office of 
the executive branch of the Government regarding rejection of necessity cer- 
tificates, nor have we either asked or authorized any person or agent to do 
sO. 

T. E. Roacn, President, 
Idaho Power Co. 


ANTITRUST AND MONOPOLY SUBCOMMITTEE, 


June 25, 1957. 
Mr. T. E. Roacu, 


President, Idaho Power Co., 
Boise, Idaho: 


During Senate Antitrust Subcommittee hearings you were requested to answer 
certain specific questions relative to investment banking companies and other 
financial enterprises that have handled security issues of your firm or were in 
other specified ways and activities related to your enterprise. These questions 
were handed to you during lull in the hearings by Dr. Blair, chief economist of 
subcommittee. You indicated reply would be submitted shortly. We would 
appreciate a prompt reply. 

94133—57—pt. 2 39 
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In checking transcript it is not clear if on April 16 you were in Boise or San 
Francisco. Please advise us your whereabouts on this date. 
Urtel June 22 will be placed in hearings record at our next meeting Thursday 
June 27. 
Estes KEFAUVER, 
Chairman, Subcommittee on Antitrust and Monopoly Legislation, 
Committee on the Judiciary. 


BotsE, Ipano, June 26, 1957. 
Senator Estes KEFAUvVER, 
Chairman, Subcommittee on Antitrust and Monopoly Legislation, 
Committee on the Judiciary, 
Senate Office Building, Washington, D. C.: 


Information requested your telegram June 25 being mailed today. 


T. E. Roacg, 
President, Idaho Power Co. 


IDAHO PowER Co., 
Boise, Idaho, June 26, 1957. 
Hon. Estes KEFAUVER, 
Chairman, Subcommittee on Antitrust and Monopoly Legislation, 
Senate Office Building, Washington, D. C. 


Dear SENATOR KEFAUVER: Enclosed is the data requested of me by Mr. Blair 
of your committee staff, with some minor corrections in the questions to make 
them conform to the facts regarding the particular item referred to in each. 

I was in Boise, Idaho, on April 16 and in San Francisco for a week there- 
after. 

Yours very truly, 
T. E. Roacnw. 
Finance (A): 

Idaho Power Co. has outstanding $80 million principal amount of first mort- 

gage bonds, due from 1973 to 1987, in 6 series, as follows: 





I neem rebentinemnenieeangnamen as $18, 000, 000 
a I a eects waren prinsericleiabp tosis evga 5, 000, 000 
i eninhtrenieinbecipnlinn slrmedananinnte 10, 000, 000 
I seen eienenastinnmiones 12, 000, 000 
aston end emserir alanvasienaeae 15, 000, 000 
ee i aaa tecdev nds nc eows oemmnaabineniowinn 20, 000, 000 

a a a cabin eatnseteincieinren sien 80, 000, 000 


Question : What firms purchased each of these series of bonds? 
Answer: List of original purchasers, 314-percent series due 1973, $18 million: 
. Metropolitan Life Insurance Co. 
. The Northwestern Mutual Life Insurance Co. 
John Hancock Mutual Life Insurance Co. 
. Massachusetts Mutual Life Insurance Co. 
The Penn Mutual Life Insurance Co. 
The Union Central Life Insurance Co. 
. New England Mutual Life Insurance Company of Boston. 
. Provident Mutual Life Insurance Company of Philadelphia. 
. Reliance Life Insurance Company of Pittsburgh. 
. Pacific Mutual Life Insurance Co. 
11. Connecticut General Life Insurance Co. 
12. Aetna Life Insurance Co. 
13. The Connecticut Mutual Life Insurance Co. 
List of original purchasers, 2%4-percent series, due 1977, $5 million: 
. The Northwestern Mutual Life Insurance Co. 
. Massachusetts Mutual Life Insurance Co. 
. The Penn Mutual Life Insurance Co. 
The Union Central Life Insurance Co. 
. New England Mutual Life Insurance Co. 
. Provident Mutual Life Insurance Company of Philadelphia. 
The Connecticut Mutual Life Insurance Co. 
. Aetna Life Insurance Co. 
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List of original purchasers, 3-percent series, due 1978, $10 million : 
. The Mutual Life Insurance Company of New York. 
Aetna Life Insurance Co. 
Bankers Life Co. 
Pacific Mutual Life Insurance Co. 
Provident Mutual Life Insurance Company of Philadelphia. 
New England Mutual Life Insurance Co. 
. The Connecticut Mutual Life Insurance Co. 
. Reliance Life Insurance Company of Pittsburgh. 
. The Ohio National Life Insurance Co. 
10. Armour and Company Employee’s Pension Fund. 
11. Bankers Trust Co. 
. Eddy & Co. 
List of original purchasers, 2%4-percent series, due 1979, $12 million: 
Aetna Life Insurance Co. 
Bankers Trust Co. 
Bifin & Co. 
Eddy & Co. 
Sun Life Assurance Company of Canada. 
Mutual Trust Life Insurance Co. 
. Phoenix Mutual Life Insurance Co. 
. Reliance Life Insurance Company of Pittsburgh. 
. Shell Pension Trust. 
10. Shell Provident Fund. 
List of underwriters, 314-percent series, due 1981, $15 million: 
1. Blyth & Co., Ine. 
2. Lazard, Freres & Co. 
3. The First Boston Corp. 
List of underwriters, 4%4-percent series, due 1987, $20 million: 
1. Salomon Bros. & Hutzler. 
2. Eastman Dillon, Union Securities & Co. 


Finance (B): 


At the time Idaho Power Co. was authorized by the Federal Power Commission 
to issue up to $20 million principal amount of short-term notes (order dated 
June 14, 1956), the company had already issued short-term notes in the principal 
amount of $4,300,000 (as permitted under sec. 204 (a) of Federal Power Act). 

Question. Is that correct? 

Answer. Yes. 

Question. If so, to whom were these notes issued ? 

Answer. 

Bankers Trust Co., New York, N. Y 
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Decctag es hc ten cia ae Sie iiisignt nes al ceci odd $2, 150, 000 
CRnreney SVEN Co., NOW ONE, The Ba Se ceerece te entien xecese accede 2, 150, 000 
TIN ci Seascapes rg te cada a napa ceo init tsi a oan oe ani 4, 300, 000 


NoTE.—See statement attached to Finance (C). 
Finance (C): 
Idaho Power Co. issued $15,900,000 in short-term notes during 1956 


Question. Is that correct? 
Answer. Yes. 


Question. If so, to whom were these notes issued ? 
Answer. See attached sheet (1). 
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Finance (D): 


On December 19, 1956 (supplemented January 7, 1957), the Federal Power 
Commission authorized Idaho Power Co. to issue $20 million principal amount of 
first mortgage bonds to pay off the short-term notes, of which we have just 
spoken, in the amount of $15,900,000. 

Question. Is that correct? 

Answer. Yes. 

Question. If so, to whom were these bonds sold? 


Answer. These bonds were sold to a group of purchasers through the following 
representatives : 


Salomon Bros. & Hutzler, 60 Wall Street, New York 5, N. Y.; Eastman Dillon, 
Union Securities & Co., 15 Broad Street, New York 5, N. Y. 


Finance (EB): 


On April 24, 1957, the Federal Power Commission authorized Idaho Power Co. 
to issue up to $40 million in short-term notes. 

Question. Is that correct? 

Answer. Yes. 

Question. If so, to whom will these notes be issued? 


Answer. Borrowings under that order have been made to June 21, 1957, as 
indicated on the attached exhibit (2). 


Idaho Power Co. short-term notes payable 1957 





























| | 
| | Interest) 
No.| Date Description Payee rate Amount Maturity date 
of note (per- 
cent) 
al aetna tiated ils a = 
1 | Mar. 18, 1957 | 6-month...| The First National Bank of 4 | $1,000,000 | 6 months after date. 
| Chicago, Chicago, Il. 
te: lis caenenns aa Bankers Trust Co., New | 4} 1,000,000 Do. 
| York, N. Y. | 
Stee eee on Ree Guaranty Trust Co., New 4 1,000, 000 Do. 
} York, N. Y. 
4 | Apr. 26,1957 |...do.......| The First National Bank of 4 | 500, 000 Do. 
Chicago, Chicago, Il. 
$4.2.0Rss .--do.......| Bankers Trust Co., New 4 | 500, 000 Do. 
1). REMI Be 
Deas | Sates he oeeeeee Guaranty Trust Co., New 4 500, 000 Do. 
| York, N. Y. 
7 May 20, 1957 |...do..-.... The First National Bank of 4 | 1,300,000 Do. 
| | Chicago, Chicago, Ll. | 
Geeta atio ne ae Bankers Trust Co., New 4 1,300,000 Do. 
| } York, N. Y. | 
ie do__......|...do.......| Guaranty Trust Co., New 4 1, 300, 000 Do. 
York, N. Y. | 
10 | June 21,1957 |_..do...._..| The First National Bank of 4} 2,000, 000 Do. 
| Chicago, Chicago, III. 
BA Laces G24. 4th ..-do_......| Bankers Trust Co., New 4} 2,000, 000 Do. 
| York, N. Y. 
12 |.....d0__......|-.-d0.......| Guaranty Trust Co., New | 4 | 2,000, 000 Do. 
| York, N. Y. 
} ee ae 
a adicncrghesiocesaen le ce caduien | 14, 400, 000 
| \ | 





PHILADELPHIA, Pa., June 16, 1957. 
Hon. Estes KEFAUVER, 
Senate Office Building, Washington, D. C. 

Dear SENATOR: I am enclosing herewith a copy of a long letter which I have 
just written to President Eisenhower. 

As a matter introduction, I am also enclosing the telegram from Mr. Eisen- 
hower and a notice concerning the award of the Edison Medal. 

First I want to assure you that I have given this subject deep study for 
several weeks and have actually made all the calculations, the results of which 
are presented. I am thus backing these results with my reputation which is my 
most valuable asset. 

I am calling your attention to the data presented on page 5 of the Eisenhower 
letter, which contains some overall data which I have never seen elsewhere. 

You will note that we have already put a burden on the Government and its 
taxpaying supporters which is of sufficient magnitude to warrant serious con- 
sideration. Most of this burden will fall on members of the next generation who 
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receive nothing but the necessity of paying higher rates for their power which 
include interest on the debt we have left them, plus a further increase in rates 
due to the fact that the private power companies are natural monopolies. 

The total number of kilowatt-hours consumed in this country is approximately 
700 billion. Thus a difference of 1 mill per kilowatt-hour would represent $700 
million a year. However, the average cost of power from the private utilities 
in excess of that from the public utilities is at more nearly 1 cent per kilowatt- 
hour, or $7 billion a year. However, this does not include a few large private 
plants which supply power to the AEC and which pay much less tax to the 
Government than does TVA together with its distributors. 

Senator Richard L. Neuberger has offered to present the body of my letter 
to the President beginning on page 3 for publication in the Congressional 
Record. I hope these contributions will not be too late to affect the action of 
Congress on the Hells Canyon setup. 

Sincerely yours, 


Comrort A. ADAMS. 


JUNE 10, 1957. 
Mr. Dwieut D. EISENHOWER, 


President of the United States of America, 
The White House, Washington, D. C. 


Dear MR. PRESIDENT: As an introduction to the writer I am enclosing herewith 
two documents: a copy of your telegram of April 8, 1957, to the American Weld- 
ing Society, and a reprint from the official organ of the American Institute of 
Electrical Envineers relating to the award of the Edison Medal for 1956. 

First, I wish to thank you most cordially for your telegram as it will be cher- 
ished as representing one of the high honors in my career, together with the 
excellent oil portrait presented to me at the same time. 

Second, I xppreciate wholeheartedly your courageous fight for your budget 
which I believe to be generally sound. 

On the other hand, I cannot agree with the part you have played in the fight of 
private versus public power, as illustrated by your attitude toward TVA and the 
Hells Canyon problem. 

However, since I have great faith in your integrity, I sincerely believe that this 
attitude on your part was developed under strong political pressure from the 
powerful corporation men with whom you have surrounded yourself. Under 
these conditions it is easy to understand your attitude on this and other funda- 
mental questions, and I could not expect you to view the situation from the stand- 
point of an engineer with 65 years’ experience in the successful quantitative 
solution of industrial and financial problems. 

Moreover, I realize fully the appalling number and variety of problems pre- 
sented to the executive branch of the Government and the practical impossibility 
ef giving your time and attention to the personal analysis or solution of these 
problems. It is therefore obvious that many important decisions and policies 
must be made by your associates or subordinates, most of whom are strongly 
under the influence of the giant corporations. 

It is on this account that I am writing this letter to present some quantitative 
and irrefutable facts relating in general to public versus private power, but par- 
ticularly to the Helis Canyon development and to the granting of the ODM cer- 
tificates to the Idaho Power Co. 

However, although I realize that you will probably never read this letter in 
its entirety, I sincerely hope that its substance will come to the attention of some 
of your subordinates and others who may be vitally interested in the Hells Canyon 
problem. In fact, I am sending copies to several of the latter. 

Although the body of this letter deals largely with the Hells Canyon project 
and the ODM certificates to the Idaho Power Co. I shall add later on a brief 
statement of significant facts concerning the relative cost of private and public 
power prior to 1951 when no such certificates had been granted the private power 
companies. 


ODM CERTIFICATES OF NECESSITY AS GRANTED TO PRIVATE POWER COMPANIES 


These certificates are variously labeled, accelerated amortization, accelerated 
depreciation, tax-free loans, etc. 

Their value to the recipient is briefly the interest on the deferred tax pay- 
ments compounded at 6 percent over the period of deferment. The 6 percent is 
the minimum guaranteed net profit to the private power companies concerned and 
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is not likely to be reduced over the period of contract. If increased the accu- 
mulated benefit to the recipient would be increased accordingly. 

It is also assumed that the corporate income tax is 52 percent. If it is re- 
duced after the first 5 years of accelerated depreciation it will increase the net 
subsidy to the recipient. If it is moderately decreased during the first 5 years 
and stays reduced during the remainder of the contract period, its general effect 
will not be significant; that is it may be either slightly plus or minus, depend- 
ing upon unknown factors including the dates and amounts of income-tax re- 
duction. 

The cost of the certificate to the Goernment is computed in practically the same 
way except the interest is figured on the basis of a long-time loan to the Gov- 
ernment, which is at present 314 percent. 

This certificate device was developed under war conditions in 1951 and was 
intended as a kind of subsidy to the producers of war material, the demand for 
which might stop rather abruptly after the war was over, leaving the producer 
with a large plant which would be much less useful in peacetime. The period of 
rapid depreciation granted by the certificate, namely 5 years, was an outside 
estimate of the probable length of a war. Thus the basis for such grants was the 
assumption that the cost of the plant or a considerable part thereof was charge- 
able to war mobilization. 

In applying them to the private powerplant extension or construction, the only 
excuse was the possibility that some portion, usually very small portion of the 
plant output might be used at some questionable time or place, to supply this 
small excess of power to the war industries. 

As a matter of fact, the ODM set up a criterion which has so encouraged the 
power companies that their total grants up to July 11, 1956, are literally appall- 
ing as indicated in the statistics presented below. Although the calculations in- 
volved are far from simple, I can guarantee that they are sound and based on 
premises accepted by all reliable experts, even by Ebasco Services, Inc., as em- 
ployed by the power companies. 

The granting of these certificates is in the hands of the ODM which is a part of 
the executive branch of the Government of which you are head. The ODM 
Director is one of your appointments which does not require congressional ap- 
proval. The strong corporation bias of the present Director is amply demon- 
strated by the results of one of his early decisions to grant certificates to the 
Idaho Power Co. against the advice of Mr. Seaton, the Secretary of the In- 
terior. Thus these important grants to the power companies which have already 
resulted in a giveaway of several billion dollars of the taxpayers’ money with- 
out any return to the Government or any reduction in the power rates to the 
consumer, are practically in the hands of a single man appointed by you with- 
out the consent of Congress. You cannot honestly shirk this responsibility. 


VALUE TO THE RECIPIENT 


Let Fy=face value of a certificate, or the amount amortized at 6 percent. 
Then the interest-free loan will be: 


Ts34, = 0.442 F, when amortized for 334 years, and 
Is9= 0.468 Fg when amortized for 50 years. 


Each of these tax-free loans accrue during the first 5 years and is thus practically 
independent of the duration of the period of amortization. 


S334, = the accumulated benefit to the recipient over 33% years at 6 percent= 1.503 F, 
Sso=the same over 50 years=5.05 Fg 


COST TO GOVERNMENT 


F;,=face value of certificate or the amount amortized at 3.5 percent. 
D334 = total accumulated deficit over 3314 years=0.988 K 10° F3.5 
D5 =total accumulated deficit over 50 years= 1.25 F3.;5 


APPLICATION TO THE IDAHO POWER OO. WITH F=$65.2 MILLION 


Applying these to the Idaho Power Co. with F=65.210° we get: 
50 = 0.468 & 65.2 X 10°= 30.5 XK 10° 
S5o= 5.05 X 65.2= 329 < 108 
Dso= 1.25 X 65.2 X 10®°= 81.5 x 10° 
D334 = 0.988 X 65.2 X 10°= 64.4 X 10° 
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RESULTS OF ALL THE CERTIFICATES GRANTED TO PRIVATE POWER COMPANIES PRIOR TO 
JULY 11, 1956 


The total face value of these certificates is $3.14 billion and the following 
results are based on an amortization period of 3314 years. 

The total of the interest-free loans is approximately $1.39 billion which accrues 
during the first 5 years of amortization. 

The total accumulated cost to the Government is $2.65 billion. 

The total subsidies to private power companies accumulated over 3344 years 
is $7.2 billion. 

These are not exaggerations but soundly determined facts which represent the 
present situation and which cannot be readily changed without some revolu- 
tionary legislation. But the process which brought this about can be stopped, 
since if it continues it will only mean a further pouring out of the taxpayers’ 
money into increased corporation profits without the slightest reduction of the 
cost of power to the consumer. 

Even from the purely governmental point of view, can this picture be justified 
as representing sound financing instead of a contribution to inflation? 

For example, consider the increase in the interest rate which the Government 
must pay for its long-term loans. Is it not fairly obvious that the reason for 
that increase is the fact that loose capital can often be invested at much higher 
rates, particularly in loans to installment purchasers at least 10 percent which 
now amount to about $30 billion? Moreover, if this subsidizing process con- 
tinues, the real earnings of the electric utilities will be increased as to make 
the purchase of their stock more attractive. 

I cannot believe that any honest legislator who has these facts before him 
would vote for a continuance of the system which brought this about and which 
is “totally indefensible” as stated by Senator Byrd and is a reckless and utterly 
unfair handout of the taxpayers’ money to the power corporations. 

Assume that one of our legislators would propose a bill providing for a fully 
amortized loan to one of our public power agenices, for an amount only a small 
fraction of this appalling free gift to power corporations. What would happen 
is perfectly obvious from past experience. Shouts of “socialism,” in contrast 
with cheers for a policy which hands over billions to the private power com- 
panies, which already are natural monopolies not only fully protected by our 
Government, but also guaranteed a net profit nearly twice as great as that to 
the owner of savings bonds. Then we wonder why prices and interest rates 
are rising. 

Please note also that since the private power companies are guaranteed a 
minimum of 6 percent net earnings which now include at least $1.39 billion 
of the taxpayers’ money, and since the power companies are not allowed to pass 
on the corresponding savings to their customers, the latter are obliged to pay 
rates which are based not only on the actual cost of private power development 
but which also include a 6 percent interest on the part of their assets contributed 
by the taxpayers of the country, of which these consumers are a part. 

The minimum estimate of this Government contribution to the assets of the 
utilities is the interest-free loan which accrues during the first 5 years; namely, 
$1.39 billion, 6 percent of which is $83.4 million per year. This is a minimum 
estimate of the amount which our power consumers are now paying as interest 
on that part of the assets of the private power companies which are provided 
as a free gift by the taxpayers of the country. 

This fantastic policy described by Senator Byrd as “utterly indefensible” is 
not only a deceptive financial trick but also not strictly honest. It practically 
forces these companies to keep two sets of books, one for computing their rates 
and profits both of which take no account of the subsidy but is for public 
scrutiny and is published in Federal Power Commission reports, and the other 
for computing the taxes which they must pay the Government which are largely 
reduced by the fast tax write-off. 

As an illustration covering the average of the whole private power industry 
at the present time, the fast tax writeoff for each of the first 5 years reduces 
the average Federal income tax paid from 12.9 percent of the operating revenue 
to approximately 9 percent. 

Return now to the Hells Canyon situation in order to compare briefly the 
relative advantages of a single high dam built by the Government and the two 
dams to be built by the Idaho Power Co. 
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GOVERNMENT HIGH DAM 


The estimate of its cost is about $380 million. This will be so amortized 
over the 50-year period that at the end the Government will have received back 
not only its initial investment but also the interest during that period, at the end 
of which the Government would own the dam and everything connected 
therewith without any final cost. 

Moreover, at the end of this period the cost of the power to the consumers need 
not include any interest on the investment. Even during the 50 years the annual 
amortization payments would be at Government interest rates or roughly about 
one-half of those which would be charged by a private corporation. This would 
add little to the cost of power. 


TWO DAMS TO BE BUILT BY THE IDAHO POWER CO, 


I have not included the third dam in prospect since the 2 certificates were 
granted only for the first 2 dams. The sum of these 2 certificates is $65.2 
million. ‘The interest-free loan is $30.5 million, and the long-time subsidy over 
the 50-year period is $329 million. 

The contract with the Idaho Power Co. provides an equivalent rental which 
represents the equivalent payment of roughly 0.004 cents per kilowatt-hour. 

In addition the Idaho Power Co. will pay both Federal and local taxes, but at 
what rate is not yet known. 

In any case it is obvious that such taxes would be collected from the con- 
sumers and with a comfortable margin. As a matter of fact this would be more 
than absorbed by the subsidy. 

At the end of the 50 years the whole plant would belong to the Idaho Power Co. 
but it would cost the Government at least $81.5 million of the taxpayers’ money, 
whereas the Government-built dam at the end of the same period would cost 
the Government nothing. 

But this is not all since the consumers of the Idaho Power Co.’s power would 
be obliged to pay several million dollars a year more than with the high dam. 
This is, of course, only roughly approximate but generally sound. 

On this basis it would certainly be much sounder business for the Government 
to build the high dam. In other words, the avoidance of a temporary loan fully 
amortized may sound good to our economy politicians when it is related to the 
budget, but at an appalling final cost. Note also that the necessary amount of 
this borrowing is “chicken feed” as compared with the billions already given 
away to the power companies of the country without any possible return. The 
only result is to increase the profits of those companies and to force the con- 
sumers to pay millions of dollars in excess of the cost from the Government 
high dam. 

The following is a quotation from the remarks of Representative Albert C. 
Uliman, Democrat, Oregon, who credits his election largely to the Hells Canyon 
issue: 

“I think it is high time that the American people took stock of what they can 
expect to receive as a result of this deal. The American people lose $30,500,000 
in taxes over a period of 5 years. They must pay $22,900,000 in interest charges 
over a period of 50 years. Idaho Power receives a net windfall of $329 million. 

“And for this dubious exchange, what does the Pacific Northwest receive? 

“We lose 500,000 kilowatts of year-round cheap power by destroying the 
possibility of a high Hells Canyon Dam. 

“We lose 2,800,000 acre-feet of vitally needed storage for flood control and 
downstream power generation. 

“We lose the possibility of irrigating 1 million acres of upstream land 
though potential power revenues from a high dam at Hells Canyon. 

“We lose recreation and fish and wildlife facilities for millions of Americans. 

“We lose, at a time when the region is undergoing an economic slump, thou- 
sands of jobs and new industries that would produce more goods and pay more 
taxes to Federal Government.” 


COMPARISON OF NORMAL RATES FOR PRIVATE AND PUBLIC POWER 


By normal rates I mean those which did obtain before any certificates or other 
subsidies were granted. 
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INTRODUCTORY NOTE CONCERNING TVA AND ITS DISTRIBUTORS 


The TVA proper sells only wholesale power to its distributors, who are mostly 
municipalities and REA cooperatives with relatively small consumers. 


TAXES 


Neither TVA nor its consumers pay any Federal income tax, but together 
they pay 6.1 percent of their combined revenue for State and local taxes, which 
although less than the average of those paid by the utilities throughout the 
Nation (8.9 percent) meets all the State and local laws of the TVA area. The 
average private power company in the same area would pay no more. But this 
difference is much overbalanced by the much lower rates to the municipalities. 

The REA cooperatives were started by amortized Government loans and the 
record of the annual payments is excellent. The purpose of these cooperatives 
was to bring electric power within the reach of farming or thinly settled dis- 
tricts which had no access to other power sources. 

At the beginning the percentage of electrified farms was less than 10 percent 
whereas now it is more than 95 percent. The farmer members pay less for 
their power than most of our city residents even when the cooperative buys its 
power wholesale from a private power company. For years prior to the inaugu- 
ration of this “socialistic” institution the farmers had begged for electric power 
but the utilities concerned demanded prohibitive rates. 

There are now nearly a thousand of these cooperatives scattered all over the 
country, many of them supplied with power purchased wholesale from private 
power companies. Thus this institution has been responsible for the revolution- 
izing of farm life and by this producing a huge increase in the market for elec- 
trical equipment, the demand for which increases as the power rates decrease. 

It is this same amortized borrowing from the Government which I have 
recommended for the building of the Hells Canyon high dam and which was 
applied to the Hoover Dam and the Grand Coulee Dam which proved to be life- 
savers during the Second World War. 

Moreover, our TVA development is known throughout the world and several 
similar developments have been made in India. 

In fact, TVA has thousands of visitors every year, many of them from foreign 
countries. A similar but smaller development has actually been suggested for 
Palestine and that region and supported by some of our Americans who call 
TVA socialistic. 

Since the only difference in taxation between private and public powerplants 
is in the Federal tax, the resulting differential is so small as compared with the 
difference in rates as presented below that it cannot be considered as explaining 
that difference in rates. Moreover, the tax differential is many times overbal- 
anced by the savings to the consumer, including those in the municipalities and 
in the REA cooperatives. 

Thus the use of this tax differential in explaining the difference in rates is 
not only grossly exaggerated but is almost ludicrous, even when no subsidies are 
involved. When such subsidies are involved, it becomes worse than ludicrous. 


RESIDENTIAL CONSUMERS 





Private power 


Rates vary from 2.5 cents to 4 cents 
per kilowatt-hour. There may be a few 
companies in the general neighborhood 
to TVA with rates lower than this, but 
they are all subsidized and are forced 
down by competition with TVA. 


Public power 


The average rate of the ultimate con- 
sumer in the several TVA distributors 
is 1.16 cents per kilowatt-hour. These 
are either residents of municipalities or 
farmers on the REA cooperatives. 


BULK OR WHOLESALE POWER 


Private power 

This varies from about 1 cent to 
about 2 cents per kilowatt-hour, de- 
pending upon the size of the industry 
involved. 


Public power 


This varies over the same range from 
one-half cent to 1 cent per kilowatt- 
hour. 


These figures do not include a few special plants built especially for the sup- 
ply of power to the AEC since, when the power supply is from private corpora- 
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tions the AEC pays all the taxes. Whereas the TVA is not so thoroughly cov- 
ered. However, in both cases the rates are about the same; namely 0.4 cent or 
even a little less per kilowatt-hour. 

Thus for residential consumers, private power costs about double that of public 
power, and this difference decreases to a very small amount under similar condi- 
tions of taxation. Actually some special private plants for AEC operate with a 
lower tax allowance than the tax equivalent paid by TVA. 

Finally, Mr. Presidnt, since I have always had great rspect for your integrity, 
I have been forced to believe that you have been grossly misled by your advisers, 
who are practically all primarily concerned with the financial interest of our 
great corporations. 

It is on this account that I have devoted weeks of study and computation in 
order to be able to present to you vital facts that cannot honestly be contested by 
any intelligent and informed expert in this field. I have just read an item in the 
New York Times of today, June 14, 1957, in which the head of the Idaho Power 
Co. scores persecution over tax writeoffs for his two dams, in which he makes 
many loose and inaccurate statements concerning this important problem. He 
even challenges as “astronomical” the estimate of $83.5 million as the ultimate 
cost to the Government presented by Russell C. Rainwater, Chief Accountant 
for the FPC, and suggests that in making his calculations simple interest without 
compounding over this long period should be employed, which would result in a 
$16 million cost to the Government instead of $83.5 million. 

This is not only contrary to all financial methods employed by industry but is 
absolutely dishonest and terribly misleading not only to the public, but to our 
legislators who ultimately will decide the issue. 

Thus I wish to assure you, since this is the kind of testimony which will influ- 
ence the decision of our Congress concerning these fast tax writeoff certificates 
and that this decision will affect the continuance of the policy which has al- 
ready resulted in a real giveaway of billions of dollars to our private corpora- 
tions (see p. 5 of this letter). 

If this were a little matter, this letter would never have been written, but 
since grants already made amount to a long-run subsidy of more than $7 billion 
to the private power group, this is a very big matter of vital importance to the 
financial soundness of our Government. 

Thus, Mr. President, I am convinced that if you have any faith in my ability 
and if you accept the unquestionable validity of the figures presented on page 5 
of this letter, you cannot continue to support this fast tax writeoff application 
to the private power companies in general or the Idaho Power Co. plan for devel- 
opment of Hells Canyon. 

Sincerely yours, 
Comrort A, ADAMS. 


THE WHITE HOUSE, 
Washington, D. C., April 8, 1957. 
JosepH G. MAGRATH, 
National Secretary, American Welding. Society, 
Care of Hotel Sheraton, Philadelphia: 

Please give my greetings to the members of the American Welding Society 
joined in honor of their distinguished founder, Dr. Comfort Avery Adams. 

Dr. Adams has achieved an outstanding record of public service and has won 
the abiding esteem and affection of his fellows in the engineering profession. 
His career is an inspiration and a challenge. In honoring Dr. Adams, the Ameri- 
can Welding Society honors the highest standards it has set for itself. 

Best wishes to you all. 

Dwient D. EISENHOWEk. 


WESTERN MASSACHUSETTS ELEcTRIC Co., 
Greenfield, Mass., December 13, 1955. 
Reference: TA 29800, Western Massachusetts Electric Co. 
OFFICE OF DEFENSE MOBILIZATION, 
Washington, D.C. 
(Attention: F. L. Parnell, Chief, Finance Division, production area.) 

GENTLEMEN: This is an appeal on the part of the applicant, Western Massa- 
chusetts Electric Co., for reconsideration of its application for a necessity 
certificate. The original application was dated June 10, 1955, and was denied 
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on November 14, 1955. The facilities for which accelerated amortization are 
requested represent an expansion of West Springfield station, West Springfield, 
Mass. More specifically, this expansion calls for the installation of a 100,000- 
kilowatt turbogenerator (hereinafter referred to as unit 3), a 730,000-pound-per- 
hour boiler, and associated equipment which will be enclosed in an addition to 
the existing building; also, the installation of a 140,000-kilovolt-ampere trans- 
former as an addition to an existing substation adjacent to the powerplant. 
The estimated cost of these facilities, as shown in detail on the application, is 
$17,969,000. 

The applicant wishes to call attention to the fact that unit 2 at West Spring- 
field station and its associated equipment, which went ino service in 1952, was 
certified for accelerated amortization as to 40 percent of its cost. (See necessity 
certificate TANC-—13767, granted under date of April 2, 1952.) 

The applicant also wishes to call attention to the fact that it has recently 
completed installing a 7-mile, 120,000-volt, underground transmission cable 
between West Springfield station and another point on its transmission system 
in the easterly part of the city of Springfield. Application for a necessity 
certificate for this cable was made under date of May 13, 1955, and it was 
certified for accelerated amortization as to 40 percent of its cost by necessity 
certificate TA—29585, dated August 1, 1955. 

The application for this underground transmission cable clearly stated two 
reasons for its installation: “* * * to (a) improve the supply of electric power 
to the Springfield, Mass., area by eliminating limitations of the present trans- 
mission facilities, and (b) to provide outlet facilities for unit No. 3 at West 
Springfield station, West Springfield, Mass., which will be the subject of a later 
application.” 

Unit 2 (TA-13767) and the transmission cable (TA-29585) both qualified for 
accelerated amortization under power-expansion goal No. 55, the latter project 
being considered as providing outlet facilities as a part of this power expansion 


rogram. 

These two certifications, in 1952 and in August 1955, gave the applicant reason 
to believe that the West Springfield station site was acceptable for expansion of 
its generating facilities, recognizing that it was adjacent to a so-called target 
area of industrial concentration. Attached to and a part of the denied applica- 
tion for unit 3 was an appendix B, which included a statement by the Springfield- 
Holyoke (Mass.) Industrial Dispersion Committee : “This request for certification 
should be granted, in spite of the fact that the proposed location is within 10 
miles of the perimeter of the target area.” 

The denial of this application, TA—29800, is a matter of great concern to the 
applicant, which wishes at this time to supply additional information which 
the applicant now realizes should have been included in the original application. 

The undersigned was informed that objections have been entered to this appli- 
cation by the Department of Commerce through its Area Development Depart- 
ment and by the Department of Defense. The Department of Interior, through 
its Division of Water and Power, had approved the application. 

As a result of this information, several conferences were held with repre- 
sentatives of these agencies, and the applicant discussed additional information 
which had not been included in the original application. 

The conference with Messrs. Roterus and Pasma, of the Area Development 
Department, was held on December 5, 1955. The applicant acknowledged the 
substantial degree of industrial concentration and stated that the importance 
of the defense and defense-supporting industries in the Springfield area required 
that they have a dependable source of electric power so that these industries 
could meet their production requirements under defense mobilization. The 
applicant further stated that the requirements of its customers in terms of 
electrical power are such that additional power-production capacity will be 
needed before the end of 1957 to assure a dependable source with adequate 
reserve capacity. It was also pointed out that two-thirds of the applicant’s 
total electrical load is within 15 miles of its West Springfield station. The 
applicant further stated that suitable power sites are difficult to obtain due 
to the requirements for large quantities of condensing water, the need for facili- 
ties for the transportation of fuel, and the problem of transmitting the power 
produced to the lead center without excessive losses. 

Prior to 1945, the applicant acquired the West Springfield station site, which 
was on the Connecticut River, had railroad facilities, and was situated so that 
the load in the Springfield area could be served directly at generator voltage 
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through underground cables. As soon as critical materials were available after 
World War II, the applicant started construction of the West Springfield station, 
contemplating an ultimate of six generating units. The first unit went into 
service in December of 1949. Following the Korean invasion in 1950, it was 
apparent, on the basis of World War I{ experiences, that an abnormal increase 
in electrical requirements would result from the increased industrial production 
for defense. The applicant, in August of 1950, placed orders for the construction 
of units 2 at West Springfield station. This represented an appreciable accelera- 
tion of the time when, under normal lead increases, such an addition would have 
been necessary. As stated earlier, unit 2 was certified for accelerated amortiza- 
tion, and the application for this certification clearly indicated that future units 
were planned. 

The applicant’s load requirements have continued to increase and, as a result 
of load estimates, it was obvious by late in 1954 that additional capacity would 
be required no later than 1957. 

Although the first 2 units at West Springfield Station were each of 50,000- 
kilowatt capacity, the rate of load growth, particularly in the Springfield area, 
indicated that the addition of a third unit of this size would satisfy the load 
requirements for only 2 or 3 years—when a further addition would be needed. 
It was also recognized that suitable power-station sites were becoming increas- 
ingly difficult to acquire in this area. The space requirements of a 100,000- 
kilowatt unit are not appreciably greater than for 1 of 50,000-kilowatt capacity 
and on a long-range basis. The use of larger units will result in the more effective 
development of the necessarily limited power site. 

As a result of these considerations, the applicant proceeded late in 1954 to 
place orders calling for the addition of a 100,000-kilowatt generating unit at its 
West Springfield station. The installation of a unit of this size will result ina 
reserve capacity of over 40 percent for its own load. However, load studies 
conducted jointly with neighboring interconnected utility systems indicated 
that this temporary excess of reserve capacity could be used by the other mem- 
bers of the power pool to satisfy their load requirements, which also include 
industries engaged in defense production. The power pool herein referred to 
interconnects the major power systems of the highly industrialized New England 
States and upper New York State. 

Another problem occasioned by the load increase was the need to expand the 


capacity of the transmission facilities in the city of Springfield and to provide 


an outlet for the additional generation of unit 3 at West Springfield station. 
The solution to this two-pronged problem was to install an underground high- 
voltage transmission cable from West Springfield station through the city of 
Springfield to another transmission terminal in the easterly part of Springfield. 
This cable is installed and, in addition to solving the above-mentioned prob- 
Jems, it also provides a transmission facility quite resistant to sabotage or 
damage from bombing. As stated above, a necessity certificate was issued on 
August 1, 1955 for this facility. 

Exhibit 1 attached shows the applicant’s generating stations, its transmission 
facilities with the interconnections to other utility companies’ transmission 
facilities, and the recently installed underground transmission cable. 

The applicant is of the opinion that an extensively interconnected power system, 
such as the one existing in New England, provides inherently a dispersion of 
power sources, since the capacity of all generating equipment connected to the 
system is available at all points on the interconnected system. Recognition of 
this is reflected by the civil defense agency of the Commonwealth of Massa- 
chusetts which, in its Bulletin 28 says, on page 135: 

“Due to the extensive interconnection of the generating plants in Massachu- 
setts and adjoining States by transmission lines and substatiions, the elimination 
of one or more such facility by enemy action may be largely overcome by use 
of power from alternate sources over different routings. Massachusetts is fer- 
tunate in having a wide diversification of power resources within its boundaries 

A copy of the above-referred to bulletin is attached and marked “Exhibit 2.” 

Also attached is exhibit 3, which shows the interconnected transmission systems 
otf New England. 

In discussing alternate sites for additional power production with Messrs. 
Roterus and Pasma, the applicant pointed out that, in addition to the physical 
requirements outlined earlier for the power site itself, there would also be the 
problem of recruiting and training a staff to supervise and operate the power 
station. The applicant and others are having great difficulty in locating indi- 
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viduals with the necessary highly technical skills who would be required, as 
well as the operating supervisers with the necessary steam engineers’ licenses. 
To attract this scarce type of personnel to a remote location would make this 
problem even more difficult. 

A further consideration with regard to any alternate site is the question of 
how soon the generating-capacity addition can be placed in service. Any alter- 
nate location in the applicant’s service area which would have the necessary 
physical characteristics and also be at a location which would satisfy the re- 
quirement of dispersion from industrial and military target areas would have 
to be about 40 miles northerly of Springfield on the Connecticut River. Had 
such a site been chosen, instead of expanding at West Springfield station, it 
would have been necessary to acquire the site, grade it, and develop it. The 
considered opinion of the applicant, based on its own experience with the de- 
velopment of West Springfield station when it was a new site, and also based upon 
the experiences of other utilities, is that the date of having the additional capacity 
in service would have been delayed by at least a year, and possibly longer. From 
present-day experience in acquiring rights-of-way for transmission lines, the 
applicant is sure it would have extreme difficulty in obtaining the required 200- 
foot-wide right-of-way for transmission line construction over approximately 40 
miles from the remote location to the electrical load center in Springfield. 

A further consideration is the nonavailability of alternate fuels at such a 
remote location. Coal is the normal fuel, but the installation at West Springfield 
station is designed to burn bunker C oil or natural gas as alternate fuels. The 
nearest bulk station for bunker C oil is about 80 miles distant from the remote 
location, and natural gas is about 20 miles distant. In contrast, the West Spring- 
field station is within reasonable trucking distance (30 miles) of a bulk supply 
of bunker C oil and a “stub” has been installed off a gas main about 300 feet 
from the powerplant. In the event that coal became unavailable through dis- 
ruption of rail facilities or other causes, West Springfield station would be con- 
verted to burning bunker C oil and, if oil became un vailable, the plant would 
be converted to burning gas. 

There is no question that it is important to provide a dependable source of 
additional power generating capacity by mid-1957 to serve the load increase 
and to be in a position to handle further load increases occasioned by defense 
mobilization. The expansion at West Springfield station will minimize delay in 
providing the additional generating: capacity, will more fully utilize existing 
facilities and skilled personnel, will provide a dependable source of power to the 
Springfield area and will serve Springfield’s industrial plants directly at generator 
voltage by means of existing underground distribution and transmission facilities. 

In comparing the merits of developing a new site versus expanding the facilities 
at West Springfield station, there is also the item of cost. It is quite generally 
accepted in the utility industry, and the applicant’s experience in the initial 
development of West Springfield station bears out the fact, that it costs about 
$2 million more to construct a new 100,000-kilowatt, 1-unit power station than 
to add the same amount of capacity at an existing station. The applicant’s 
engineers have also estimated the cost to provide new transmission facilities 
from the distant point 40 miles to Springfield as being about $2 million. These 
additional costs, totaling approximately $4 million, would represent an increase 
of nearly 25 percent over the estimated cost of expanding at West Springfield 
station. 

With regard to the ability of the various components of a power station to 
withstand the forces of an atomic bomb explosion, the applicant showed Messrs. 
Roterus and Pasma a report of the Nevada atomic test committee of the Edison 
Electric Institute, publication No. 55-17. The report shows that power systems 
stand up well under atomic bomb conditions. Due to the interest of these 
gentlemen in this report a copy is attached and market “Exhibit 4.” Particular 
attention is called to the following quotations from this report. 

Page 5, first paragraph in column 2: 

“It was not feasible to expose a large generating station to this test. Fur- 
thermore, with existing interconnections among utility systems, electric power 
could be transmitted to a stricken area from distant points if local generating 
facilities were destroyed or seriously damaged.” 

Page 11, second paragraph in column 2: 

“The substation was in sufficiently sound condition to permit reenergizing on 
a nonautomatic basis with only a small amount of work by maintenance crews.” 

Page 12, first paragraph in column 2 under heading “Substations” : 

“(See figs. 23 and 24.) 
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“The steel dead-end structure supporting the 69-kilovolt insulators, disconnects 
and buses received minor structural damage in that 2 leg angles, 3 by 4 by 4 
inch, were slightly buckled at a point 3 feet above the foundation where several 
unused bolt holes were located. 

“(See fig. 25.)” 

Page 13, first paragraph in column 2: 

“The two 1,500-kilovolt-ampere, 69/11-kilovolt, single-phase, oil-filled trans- 
formers were undamaged and unmoved on the foundation pad. * * *” 

The applicant wishes to point out that the results cited on pages 11, 12, and 
13 above followed an air burst at 4,700 feet from the installations under test and 
that the announced yield of the test shot was given as the equivalent of 30 to 35 
kilotons of TNT. 

Since the apparatus in a powerplant is placed on foundations appreciably 
more substantial than the transformer pad referred to on page 13, it would 
appear that powerplant construction by itself would have withstood and air 
blast even better than did the substation since the powerplant apparatus would 
have the further protection of steel and brick walls. This is borne out by the 
statement on page 18 of the report under “A. Relative to the Effects of Air 
Blast’”—particularly noting the type of construction described in the last para- 
graph quoted below : 

“The air blast caused no damage to the electrical installation at the 10,500- 
foot area. 

“At the 4,700-foot area, air-blast damage to the electric-system components 
was largely confined to the transmission and distribution circuits and was of a 
nature that is quickly and easily repaired. It is significant that the major sub- 
station and switching-yard facilities, which are difficult and time consuming to 
repair, suffered only minor damage in an area where the following conditions 
prevailed : 

“The two conventionally constructed homes were demolished. 

“The two specially constructed homes of reinforced precast concrete slab and 
reinforced masonry block, respectively, suffered extensive damage to doors, 
windows, and furnishings and minor structural damage.” 

Also on page 18 under the heading “E. General” : 

“In the event of a nuclear attack it appears probable that electric-power service 
could be restored to a stricken area before conventionally constructed residences 
could be reoceupied, and either before or as soon as industrial plants could 
be cleared of debris and made ready for operation. * * *” 

A news release of Edison Electric Institute referring to this report said: 
“Titled ‘Effects of an Atomic Blast on Electric Power Facilities,’ the report has 
been cleared by the Atomic Energy Commission and the Federal Civil Defense 
Administration, sponsors of the test.” 

In an effort to present additional information to the Department of Defense 
because of its objection to the original application, a conference with this group 
was requested. On December 6, 1955, such a conference was held and present 
for the Department of Defense were Messrs. Haas, Grim, McLaughlin, and 
Rensing. Also present, at the request of the Department of Defense, was Mr. 
English, of the Department of the Interior’s Power and Water Division. 

At this conference, the applicant gained the impression that the objection of 
the Department of Defense had been a general one due to the proximity of the 
site to a target area. The Department of the Interior had processed the original 
application for additional capacity as being necessary to meet load requirements 
and to provide reserve capacity not only for the applicant’s service area but 
also for the interconnected power pool as part of an overall program to avoid 
any possibility of a power shortage in the event of defense mobilization. 

The Department of Defense representatives expressed an interest in the 
names of the industrial customers dependent upon the applicant for their power 
supply. The need for anticipating the electrical load increase resulting from 
increased production in these defense and defense-supporting industries was 
recognized by these gentlemen. The list of industrial users which was furnished 
to the Department of Defense is attached and marked as “Exhibit 5.” It is the 
applicant’s understanding that the names of these industrial concerns have been 
examined by the Armed Services Procurement Office who report that 60 percent 
of those firms listed have production allocations established under the production 
allocation plan. 

The Department of Defense representatives seemed interested in the appli- 
cant’s statement that the additional generating capacity would be available by 
1957 by expansion at the West Springfield station and that to have attempted 
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to acquire and develop a new power-station site would have delayed the generat- 
ing-capacity addition by at least a year. 

It was also brought out in this discussion that the industrial plants are already 
in Springfield and to move them to a dispersed point is not feasible. Since the 
increased power requirements are due to increased activity at the existing 
plants, they must be served at their present locations. 

The representatives of the Department of Defense deemed it of importance 
that the output of unit 3 at West Springfield station through the power pool 
would be available for use at other industrial centers, such as Hartford, Conn., 
which has important defense industries. 

In the light of the additional information discussed with them, the repre- 
sentatives of the Departments of Defense and Interior indicated the necessity 
of a review of this application, the thought being expressed that the importance 
of the industrial load and the need for additional capacity by 1957 may well out- 
weigh the requirements of a rigid application of the industrial dispersion 
criteria. 

On December 7, 1955, all of the above was furnished verbally to Messrs. 
Wyckoff, Farrell, and Ginsburg of the Office of Defense Mobilization with the 
understanding that the applicant would confirm this additional information in 
writing. 

The applicant’s position is that an exception to the national industrial dis- 
persion policy and the granting of accelerated amortization is warranted in this 
case because of the urgent need for additional power generating capacity by 1957 
for defense and defense-supporting industry which can be provided only by ex- 
pansion at West Springfield station. This position is further emphasized by the 
encouraging results of the 1955 Nevada atomic bomb tests which indicate a sub- 
stantial resistance to damage by all parts of an electrical system and also a 
taking into consideration of the inherent dispersion of an extensively intercon- 
nected power system. The development of any new site and the construction of 
new transmisison facilities would delay the installation of additional power- 
generating capacity by at least a year, would result in not fully utilizing facili- 
ties and personnel already existing, would introduce problems of recruiting and 
training highly specialized personnel who are in very short supply and would 
increase the cost of obtaining the added power-generating capacity by nearly 
25 percent. 

Permission to record this additional information is greatly appreciated and 
the undersigned stands ready to come to Washington for any further discussions 
which may be necessary or desirable in connection with this appeal. 

Very truly yours, 
WESTERN MASSACHUSETTS ELectrRIc Co., 
R. R. HABBertey, Lrecutive Vice President. 


EXECUTIVE OFFICE OF THE PRESIDENT, 
OFFICE OF DEFENSE MOBILIZATION, 
OFFICE OF THE DIRECTOR, 
Washington, D. C., August 27, 1957. 
Hon. Estes KEFAUVER, 
United States Senate, 
Washington, D. C. 


Dear SENATOR KEFAUVER: Because there have been public charges to the ef- 
fect that I attempted to conceal evidence from the Subcommittee on Antitrust 
and Monopoly when I testified before the subcommittee on the issuance by ODM 
of accelerated tax amortization certificates to the Idaho Power Co., I should 
like to set forth the following facts which demonstrate why I could not produce 
Secretary of the Interior Fred A. Seaton’s letter of March 11, addressed to Dr. 
Flemming, at the time I appeared before the Byrd committee on May 9 and at 
my first appearance before your committee on May 21. These facts will also 
explain why Secretary Seaton’s letter involved a serious question of executive 

rivilege. 
7 On October 25, 1955, the Department of the Interior through Assistant Secre- 
tary Aandahl, who was the customary channel for such communications, ad- 
vised ODM that the application of the Idaho Power Co. for tax amortization 
with respect to Oxbow and Brownlee met the criteria then applicable and recom- 
mended that necessity certificates be issued covering 60 and 65 percent respec- 
tively of the cost of the projects. 
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On March 13, 1957, Dr. Arthur S. Flemming, whom I was to succeed as ODM 
Director the next day, handed to me a letter and one carbon copy, dated March 
11, 1957, that he had received from Secretary Seaton recommending against 
the issuance of the certificates to the Idaho Power Co. Dr. Flemming told 
me that he had examined carefully the arguments that had been advanced 
against issuing the certificates and had concluded that these applications, as 
far as the law and regulations were concerned, could not be differentiated 
from the other applications that had been granted. He stated that he felt 
that Secretary Seaton’s recommendation grew out of a general disapproval of 
the basic criteria that had been applied to all cases under the electric-power 
goal. He stated further, however, that he had not issued the certificates before 
leaving office because of his inability to explore the matter thoroughly with 
Secretary Seaton by reason of the latter’s illness. 

In due course I concluded on the basis of my own judgment that certificates 
of necessity should not be denied under the criteria obtaining at the time of 
the Idaho Power Co.’s applications. My studies confirmed that Secretary 
Seaton’s objections were not germane to the question of whether the governing 
criteria warranted issuance of the certificates. 

On April 10, I not‘fied Mr. Elmer Bennett, then Assistant to the Secretary 
of the Interior (the Secretary still being in the hospital), that I had concluded 
that the certificates of necessity should not be denied to the Idaho Power Co. 
under the criteria obtaining at the time of the company’s applications, and 
that, in my opinion, Secretary Seaton’s letter did not discuss whether the com- 
pany’s application met the governing criteria but whether the governing criteria 
were in fact wise. Mr. Bennett and I agreed that the governing regulations 
did not provide for this type of recommendation, and that the Secretary’s letter, 
therefore, did not have any legal status under the regulations in this particular 
case. In view of this, it was agreed that the Secretary’s March 11 letter could 
appropriately be withdrawn, the decision to issue the certificates having been 
made by ODM. 

Qn April 17, following a telephone conversation between Mr. Bennett and 
Mr. Charles Kendall, General Counsel of ODM, the Secretary’s letter, together 
with the carbon copy, was returned to the Department of the Interior and I 
believed that it had thereby been withdrawn for the reasons stated above. 

On the same day, April 17, Mr. Bennett sent me a suggested change in the 
proposed ODM press release concerning the issuance of the certificates to the 
Idaho Power Co. which he stated had been cleared with the Secretary in the 
hospital. This suggested change was incorporated in the press release which 
was actually issued except that in a paragraph which read: “In accordance 
with then accepted procedures and criteria established by the ODM, the De- 
partment of the Interior on October 25, 1955, recommended that necessity 
certificates be issued on both projects,” the word “accepted” was changed to 
“applicable.” While it was clear to me that Secretary Seaton continued to 
disapprove the criteria on which certificates within the electric-power goal 
were based, I nevertheless believed, since his letter of March 11 had been with- 
drawn, and the press release with respect to the issuance of the certificates had 
been cleared with him, that the Secretary did not regard his letter as an official 
expression of the views of the Department in this respect and that he did not 
wish to make what I therefore believed to be his personal views, as set forth 
in the letter, a matter of record. Based on this belief (although subsequently 
the Secretary apprised me of the fact that my belief was incorrect) the Secre- 
tary’s views were clearly privileged and I was under a duty not to discuss them. 

At the time of my appearance before the Byrd committee and of my earlier 
appearance before your subcommittee, no one in ODM had the original or any 
copy of Secretary Seaton’s letter. It was not until after Secretary Seaton 
returned to his desk and we met for the first time on this matter, on May 25, 
that I learned that he considered his letter of March 11 to be an official ex- 
pression of the position of his Department. Upon learning this, it was agreed 
on May 27 that Secretary Seaton’s letter of March 11 would be returned to 
ODM, and that I would furnish the original of the letter to your subcommittee 
as soon as possible and that the Department of the Interior would furnish the 
subcommittee with a copy. This was done on Monday, May 27. 

I should appreciate your making this letter a part of the record of your 
investigation. 

Sincerely, 
GorRDON GRAY, Director. 
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Fresruary 6, 1956. 
Re TA-26407, TA-26500. 
Mr. Artuur S. FLEMMING, 
Director, Office of Defense Mobilization, 
Washington, D. C. 

Dear Mr. FLEMMING: In August 1955, Senator Morse wrote to you urging denial 
of the above-designated applications for quick tax writeoff certificates by the 
Idaho Power Co. The National Hells Canyon Association also submitted a letter 
in opposition. On January 18 you wrote to Senators Morse and Magauson and 
the association submitting an ODM staff memorandum for comment. 

This letter and the attached detailed comments constitute a joint statement to 
register with your office the most forcible opposition to the issuance of the two 
Idaho Power Co. applications. 

In outline, our reasons in opposition to the granting of these applications are— 

1. Contrary to the staff paper, Brownlee and Oxbow power will not con- 
tribute to present or attract future defense loads in its own service area 
because of its high cost, and unfavorable competitive position against Bonne- 
ville power on the Columbia at one-third the Idaho Power wholesale rate. 
No showing has been made to document the nature and extent of the com- 
pany-plan contribution to national defense of the two projects. We ask 
your office to determine and furnish us with a detailed breakdown of each 
defense load, if any, claimed to be served by Brownlee and Oxbow power 
and how many kilowatts of power will be required by each load. 

2. Contrary to the staff paper, surplus power at three times the Bonneville 
rate will not be marketable in the area of the west group utilities of the 
northwest power pool. The transmission interconnection between Idaho 
Power and the Federal Power system is an arrangement to import power into 
southern Idaho, not export it downstream. Therefore, no substantial con- 
tribution from Brownlee and Oxbow at-site generation can be expected to 
aid in alleviating the lower Columbia power shortage. 

3. Contrary to the staff paper, no finding was made, either by the FPC 
examiner or the Commission, that storage release from Brownlee Reservoir 
will add to downstream generation at Federal dams in operation and under 
construction. 

4. Contrary to the staff paper, there has been no showing that either 
Oxbow or Brownlee dams can or will be in operation by the ODM deadline 
for the program of December 31, 1958. In fact, there is serious doubt on 
this matter. 

5. Contrary to the staff paper, no rapid amortization incentive is required 
by Idaho Power Co. to construct its two projects. The company has asserted 
for the Federal Power Commission record that it is fully capable of carrying 
out its own financial arrangements at no cost to taxpayers, and has publicly 
boasted that it is “ready, willing and able” to build its projects without any 
cost to taxpayers. 

6. Comprising potential additions by Brownlee and Oxbow to the backlog 
of potential capacity in the reserve goal for 1958, is illusory, and will inhibit 
ODM from processing applications for other projects which can demonstrate 
assurance of being in operation by the time of the ODM deadline. 

7. The question of necessity of continuing the quick writeoff program to 
private power companies is raised. Their financial soundness, the con- 
tinuous increase in demand for electric energy for normal peacetime purposes, 
their utility responsibility to meet demand, all reduce the financial risk of 
investment in new generation to a minimum. 

8. The quick writeoff certificate, in our opinion is a subsidy provided by the 
American people—one that has reached monumental proportions involving 
billions of dollars in the few years of its history. 

9. Reliance on the Department of the Interior as an unbiased recommend- 
ing agency in the processing of necessity certificate applications is open to 
serious doubt. Its allegations of fact, in this proceeding, are misleading 
and irreconcilable with the FPC record, the FPC examiner’s findings, and 
the FPC decision. It presents assumptions that are unfounded and are, on 
their face, out of date. The Interior report demonstrates bias and special 
pleading on behalf of the Idaho Power Co. 
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We also take this opportuity to make known our opinion that the manner by 
which you have apparently arrived at a conclusion concerning the certificability of 
the Brownlee and Oxbow accelerated amortization applications raises serious 
question whether the disposition of vast sums of Federal funds is subject to 
meaningful and carefully scrutinized criteria. 

The instant applications constitute another example of the bias of the Depart- 
ment of the Interior toward the Idaho Power Co., in spite of its many-times- 
expressed policy of “impartiality” on the issue of proper development in the 
public interest of the Hells Canyon reach of Snake River. 

The recommendations of Interior that the Idaho Power Co. applications for 
rapid amortization certificates, in our judgment are basically in defiance of fact 
and, in addition, present assumptions concerning the use of Brownlee and Oxbow 
power production for both defense and nondefense needs which are completely 
unsubstantiated. 

We have seen no data brought forward by applicant which would sustain the 
burden of proof it must assume to become eligible for necessity certificates under 
Defense Goal 55—Electric Power. The record of the Federal Power Commis- 
sion proceedings, and the findings and conclusions of both the presiding examiner 
and the full Commission itself, do not in any fashion give aid and comfort to 
Interior’s assertion that the applicant’s two projects would in any substantial 
way contribute to national defense. 

The serious power stringency into which the Pacific Northwest is now passing 
will not be adequately met, either short or long range, by projects which would 
deprive this region of the full use of hydroelectric power at low cost. ODM 
generating goals will not be served adequately by the sacrifice of some 600,000 
prime kilowatts of power from the intermediate system envisaged in the main- 
control plan of the Army Corps of Engineers, and probably more than 800,000 
kilowatts in the corps’ ultimate system of dams downstream from Hells Canyon, 
if the private scheme is substituted for the Federal Hells Canyon project. 

Your Office should, therefore, disengage itself from a narrow concept of what 
constitutes the necessity for the national defense to provide more generating 
capacity, and view this goal very carefully with respect to which of contending 
mutually exclusive projects will do the most toward carrying out the policy. 
A solution of expediency is no solution at all. The energy loss implicit in the 
private proposal for middle Snake River development will not only curtail opti- 
mum energy output in the Columbia region, but seriously affect the rate of eco- 
nomic growth of this great region which depends upon its economic hydro 
potential as its primary energy base for farms, domestic, regular industry, and 
defense purposes. 

As the more detailed attached memorandum shows, there are serious questions 
of fact and policy involved in these applications. Under our system of govern- 
ment such questions are resolved best when there is full notice and hearings in 
which all interested parties may participate and make a public record. We 
therefore request that the Office of Defense Mobilization hold full public hear- 
ings on applications TA—26407 and TA—26500. 

Moreover, the Department of the Interior should adduce proper showing, other 
than the sketchy data which it submitted to your Office, as to why these two 
applications should be approved, and its witness or witnesses should be subject 
to cross-examination. It seems clear that the Idaho Power Co. has not sus- 
tained the burden of proof which in all justice it should be required to do, and, 
therefore, adequate substantiating material and exhibits from the Idaho Power 
Co., through appropriate witnesses, also subject to cross-examination, should be 
required for these proceedings by your Office. 

We shall appreciate being advised by you regarding public hearings on the 
applications, and we assume that adequate notice will be sent to all interested 
groups, as well as to applicant and the Department of the Interior. 

Sincerely, 
Senator Wayne Morse, Senator Warren G. Magnuson, Senator Henry 
M. Jackson, Senator Richard L. Neuberger, Senator James E. 
Murray, Senator Mike Mansfield, Representative Gracie Pfost, 
Representative Lee Metcalf, Representative Edith Green, Rep- 
resentative Don Magnuson. 


94133 O—57—pt. 2——40 
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Foreword 


Numerous certificates of necessity were issued to public utilities imme- 
diately prior to and during World War II in connection with the construction 
of emergency facilities. A few of these facilities had little prospect of future 
usefulness, but the majority, barring a post-war depression, had good pros- 
pects of use after the emergency period. In either event it was considered 
prudent to take amortization of such facilities for tax purposes. Because of 
the element of uncertainty, conservative business practice seemed to require 
that the available tax saving be obtained. It had the effect of conserving cash 
to the extent of the tax reduction. The views of regulatory commissions 
generally favored such procedure. 


In the present emergency, somewhat similar privileges of amortization 
for tax purposes are extended. Conditions differ somewhat from those that 
prevailed during the previous emergency, both with respect to the probable 
duration of the emergency and with respect to its underlying economic con- 
ditions. Many companies have raised the question of whether these differ- 
ences affect the desirability and advantage of amortization for tax purposes. 


The purpose of this memorandum is to examine the provisions for amorti- 
zation which are now available, and to determine the various effects which 
such amortization might have on electric and gas utilities; also the factors 
which may make it advantageous or otherwise. Conclusions naturally are 
limited to the various assumptions, but an attempt has been made to cover 
sufficient possibilities so that each company, making its own assumptions, will 
be assisted in drawing conclusions which are sound on that basis. 
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AMORTIZATION OF EMERGENCY FACILITIES 


REQUIREMENTS, CERTIFICATION AND EFFECTS ON 
ELECTRIC AND GAS UTILITIES 


I—Summary of Internal Revenue Code Section 124A 


Section 124A ‘‘amortization deduction’’ was added to the Internal Rev- 
enue Code by Section 216 of the Revenue Act of 1950. The section provides 
that a taxpayer may, at his election, take a tax deduction for the amortization 
of any ‘“‘emergency facility’’ instead of the usual depreciation deduction there- 
for. The deduction for amortization may be spread over a period of 60 con- 
secutive months beginning with either the month following completion or 
acquisition of the facility or with the first month of the sueceeding taxable 
year. A taxpayer who so elects to claim the amortization deduction may ter- 
minate such deduction at any time upon filing written notice and taking the 
usual depreciation deduction with respect to the remainder of the cost of the 
facility. 


A basic requisite for allowance of a tax deduction for amortization of 
emergency facilities for any taxable year is obtaining a necessity certificate 
within the following specified time: 


a. Construction completed or facility acquired after December 31, 
1949 and on or before September 23, 1950. 


Certification must be made prior to the expiration of 12 months 
after date of enactment of the Revenue Act of 1950, or on or before 
September 23, 1951. 


b. Construction completed or facility acquired subsequent to Sep- 
tember 23, 1950. 
Certification must be made prior to the filing of the taxpayer’s 
return for the taxable year in which the deduction is claimed. 
The time for filing applications for necessity certificates should be observed: 


a. Construction started prior to September 23, 1950 and completed 
after December 31, 1949 or facility acquired after December 31, 
1949 and prior to September 23, 1950. 


a 
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The application must be filed before the expiration of six months 
after the date of enactment of the Revenue Act of 1950, or on or 
before March 23, 1951. 


b. Construction begun or facility acquired subsequent to September 
23, 1950. 


The application must be made within six months from the begin- 
ning of construction, reconstruction, erection or installation, or the 
date of acquisition. 


The term ‘‘emergency facility’’ means any facility, land, building, machin- 
ery or equipment or any part thereof the construction, reconstruction, erection, 
installation or acquisition of which was completed after December 31, 1949 and 
with respect to which a necessity certificate has been obtained. The certify- 
ing authority shall certify that the construction or acquisition is necessary in 
whole or in part in the interest of national defense during emergency period 
and if necessary in part, the portion thereof attributable to defense purposes. 


Gains realized on the sale or exchange of a facility are taxed as ordinary 
income to the extent that amortization deductions exceed the amount of depre- 
ciation which otherwise would have been allowable, as shown by the following 
example: 


Amortization Depreciation 
Cost of emergency facility 12/31/50 ........ $10,000 $10,000 


Amortization and depreciation 








DEE cd's Cale bivdd a tester Une terinthene 2,000 500 
TE «spo cen paver esis Peabo ies pb ees 2,000 500 
4,000 —:1,000 
Adjusted basis 12/31/52 ..............+ d0%% 6,000 9,000 
Ce cole recess sities oS hc cey ek s 9,500 9,500 
eR 3500 —«500 
Ceamary inecee 280. 8. Feet beet i on a 3,000 Taw) 
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1I—Summary of Defense Production Administration Regulations 
Applicable to Certificates of Necessity 


The National Security Resources Board was designated the certifying 
authority under Executive Order 10,172 dated October 12, 1950. Pursuant to 
authority contained in that order, the Chairman of the National Security 
Resources Board issued regulations relative to the issuance of necessity cer 
tificates under Section 124A of the Internal Revenue Code. The regulations 
are summarized below. In connection therewith, attention is directed to Exec- 
utive Order 10,200, dated January 3, 1951, establishing the Defense Production 
Administration. Section 2(e) thereof designated the Defense Production 
Administrator as the certifying authority for necessity certificates. Section 
6(a) of the order revoked Executive Order 10,172. At the present time the 
Deputy Defense Production Administrator has not changed or modified the 
regulations issued by the Chairman of the National Security Resources Board. 


The term ‘‘necessity certificate’? means a certificate certifying that the 
construction, reconstruction, erection, installation or acquisition of the facilities 
referred to in the certificate is necessary, in whole or in part, in the interest of 
national defense during the emergency period and certifying the portion thereof 
attributable to defense purposes. 


The regulations set up the following criteria for determination of the 
necessity for, and the portion attributable to, defense purposes: 


a. Materials or Services Required for National Defense 


Consideration will be given to whether the material or service 
to be produced with the proposed emergency facility is required in 
whole or in part in the interest of national defense during the emer- 
gency period, or if it is in the nature of materials or services necessary 
for the operation of the national defense program. 


b. Shortage of Facilities for the Production of Materials or Services 
Required for National Defense. 


Consideration will be given to whether at the time of the con- 
struction, reconstruction, etc., of the facility, there is an existing or 
prospective over-all or regional shortage of facilities for the produc- 
tion of the materials or services which are produced by the facility 
sought to be certified. 


ec. Economic Usefulness of the Facility 


Consideration will be given to the probable economic usefulness of 
the facility for other than defense purposes after five years. 
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d. Acquired Facilities, Replacements and Land 


1. Acquired Facilities previously constituting the productive 
assets of a going concern, and second hand facilities, will not be cer- 
tified unless: 


i. there is a clear prospect of a substantial increase in the 
usefulness of such facilities for national defense and such increase 
cannot be obtained by other practical means, 


ii. substantial loss of usefulness for national defense would 
probably result in the absence of such acquisition. 


2. Replacements will not be certified if they would have been 
made, at or about that time, regardless of emergency. 


3. Land will not be certified unless its acquisition is directly 
related to the production, storage, transportation or protection of 
supplies necessary in the interest of national defense. 


e. Other Considerations 


1. Assurance of fair opportunity for participation by small busi- 
ness; 


2. The promotion of competitive enterprise; 


3. The competence, performance record, if any, and other features 
bearing upon the ability of the applicant to manage effectively the 
proposed expanded facilities; 


4. Location of the facility with due regard to military security; 


5. The availability of manpower, housing, community facilities, 
transportation, and other elements of production; 


6. Methods of financing. 


All applications for necessity certificates shall be filed with the Defense 
Production Administration in Washington, D. C. and shall be deemed to be 
filed when received at that body. Each application, after acknowledgement, 
will be referred to the agency or officer of the Government according to its 
respective assigned responsibilities pursuant to the Defense Production Act 


of 1950. 


The certifying authority will not certify the accuracy of the cost of any 
facility or of any data relative to the construction, reconstruction, erection, 
installation or acquisition thereof. It will be incumbent upon taxpayers elect- 
ing to take the amortization deduction to establish to the satisfaction of the 
Commissioner of Internal Revenue the identities of the facilities, the costs 
thereof and the dates relative thereto. 
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Upon completion of construction, reconstruction, erection, installation or 
acquisition of an emergency facility, if there is any material variance in the 
description or cost appearing in the necessity certificate, a statement may be 
filed by the taxpayer with the certifying authority, setting forth the correct 
description or cost of the emergency facility actually constructed, erected, 
installed or acquired. 


I1l—Government Organization and Procedure for Certification 


Under Executive Order 10172, the President named the chairman of 
National Security Resources Board (now Defense Production Administration, 
Executive Order 10200 dated January 3, 1951) as the certifying authority under 
Internal Revenue Code Section 124A, relating to tax amortization of emergency 
facilities. 


On October 12, 1950, pursuant to this authority, NSRB issued regulations 
prescribing the procedure to be employed by persons seeking to take advantage 
of tax amortization. This requires the filing of Form NSRB-140 entitled 
‘‘ Application for a Necessity Certificate Pursuant to Provisions of Section 124A 
(Amortization Deduction) of Internal Revenue Code.’’ 


Applications for necessity certificates are to be filed with the Defense 
Production Administration located at 1725 F Street, N. W., Washington, D. C., 
where they will receive a ‘“‘TA’’ or tax amortization number. (The blank 
application forms may be obtained from that agency.) Upon review by that 
office they are to be referred to one of the four delegatee agencies under Execu- 
tive Order 10161, which was issued pursuant to the authority vested in the 
President under the Defense Production Act of 1950. These agencies are the 
Department of Interior, Department of Agriculture, Department of Commerce 
and the Interstate Commerce Commission. Upon review by the delegatee 
agencies, recommendations are to be made as to the approval or denial of tax 
amortization and the applications are returned to the Defense Production 
Administration for concurrence and issuance of the certificate. The Depart- 
ment of Interior has been designated as the agency to review the applications 
filed by electric and gas utilities. 


There are three forms comprised in the application, all designated as 
NSRB-140. The main section is designated as ‘‘ Application for a Necessity 
Certificate Pursuant to Provisions of Section 124A (Amortization Deduction) 
of Internal Revenue Code.’’ This is a three-part form of six pages, stating 
purpose, necessity, capacity, employment, use of output of facilities, data on 
land and existing buildings and second-hand equipment to be acquired, and 
other information. 
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Appendix A of these forms consists of two forms, a summary sheet com- 
prising page 1, and detail sheets, comprising pages 2, 3, and up, if required. 
Page 1 is a summary of costs, actual and estimated, by classes of property. 


The detail sheet provides, for each item of equipment, 


—name of manufacturer 
—size 

—special features 
—date of acquisition 
—kind 

—model number 


—quantity 
—cost (dollars) 


Although these detail sheets will run to many pages in a large power 
project, the forms do not appear to be unduly complicated. The information 
generally should be available. 


Tf full detailed information is not available at the time of filing, a rough 
estimate may be made of the cost of a proposed project and that estimate 
included in the application together with a statement that complete details as 
to specifications and costs will be submitted when such information becomes 
available. 


IV—Summary of Memorandum of Edison Electric Institute 
Amortization of Emergency Facilities Committee 


Under date of January 8, 1951, the Amortization of Emergency Facilities 
Committee of Edison Electric Institute issued a memorandum entitled, 
‘‘ Amortization of Emergency Facilities with Respect to Electric Utilities.”’ 
The complete text of this memorandum is included as Appendix C. 


The memorandum briefly refers to the present law and regulations and 
discusses in detail the effect of the present regulation on electric utilities and 
the points to consider in certifying electric utilities. Reference is also made 
to the legislative record. 


The memorandum points out that in operating under the law and regula- 
tions as now constituted, electric utilities may find themselves at a disadvantage 
by comparison with manufacturing corporations because their end product, 
electric energy, is used irrespective of the state of national emergency. It is 
possible, however, to narrow the problem by reviewing the types of electric 
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plant which might be subject to amortization. At one end of the scale, a utility 
may be called upon to install a facility which is clearly related to the national 
emergency and of no probable economic usefulness after that period has passed. 
Such a facility may be illustrated by an electric distribution line extended to 
a temporary army camp. Ina simple case of this kind there should be no diffi- 
culty in working under the existing regulations. At the other end of the scale, 
would be electric generating stations which were planned and in some cases 
partially constructed by the time the present emergency developed. In between 
these two extremes are all shades of gray. 


As the regulations now stand, they include no definition of the term ‘‘eco- 
nomic usefulness.’’ The memorandum states that the vagueness of this phrase 
could result in misunderstandings which would defeat the purposes of the act 
as applied to public utilities. It is evident from the legislative record, excerpts 
of which are set forth at the close of the EEI memorandum, that this require- 
ment was not contemplated at the time of passage of the Act and it serves to 
divert attention from the main purpose of determining the facilities attributable 
to defense production. 


The memorandum discusses fifteen points that deserve consideration in 
determining whether or not an electric facility should be certified for amorti- 
zation. Many of the points relate to impairment of economic usefulness after 
the emergency period. A summation of these points of economic impairment 
does not constitute a limitation of the proportion of the facility to be certified. 
It points out that economic usefulness constitutes merely one factor among 
others to be given consideration in determining certification. 


The section on the legislative record contains the amendment introduced 
by Senator Johnson of Colorado in an effort to clarify the Congressional intent 
of Section 124A of the Internal Revenue Code. It also refers to a statement 
regarding the Conference Report on the Excess Profits Tax Act of 1950 made 
by Representative Doughton of North Carolina. 


V—Effects of Amortization on Electric and Gas Utilities 
A—TAX ASPECTS 


The electric utility industry had considerable experience in amortizing 
emergency facilities during World War II, but the regulations that now govern 
amortization are not identical with those in effect during that period. A com- 
parison of the present rules, as contained in Sections 124A and 216 of the 
Revenue Act of 1950, with those in effect during World War II reveals at 
least four differences. These differences are: 


1. NSRB regulation Part 600.2(c) ‘‘Economic usefulness of the 
facility’’ indicates that in determining the portion of the facility to be 
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certified as attributable to defense purposes, consideration will be given 
to the probable economic usefulness of the facility for other than defense 
purposes after five years. Under the prior rules, the certifying of a part 
of a facility as necessary in the interest of national defense was not made 
contingent upon any similar consideration. 


2. Section 124 of the Internal Revenue Code relating to amortization 
of emergency facilities during World War II contained a provision for 
commuting amortization upon termination of the emergency period. No 
comparable provision is contained in Section 124A relating to the present 
amortization deduction which is fixed on a five-year basis. 


3. Treatment of gains realized on the sale or exchange of a facility, 
previously noted under the Summary of Section 124A, had no counterpart 
under the World War II statute. 


4. Both the old and new rules require the filing of an application for 
a necessity certificate within six months after the beginning of construc- 
tion or date of acquisition of such facilities. The old definition of ‘‘emer- 
gency facility”? permitted certification of part of the facility constructed 
within the six-month period prior to the filing date of the application even 
though construction began at an earlier date. The new definition of 
“emergency facility’’, however, does not have a similar provision. It fol- 
lows that determination of the beginning date of construction may be 
difficult at best. 


Presumably the beginning of construction would date from the time of 
breaking of ground for structures, but the meaning which the Commissioner 
of Internal Revenue will place upon that term is not certain. Paper work in 
advance of physical operations would hardly be regarded as the beginning of 
construction. The beginning of construction, however, may be the date of 
awarding a construction contract, clearing the site, excavating for foundations 
or erecting steel, or even installation of equipment. 


Using the amortization deduction for tax purposes will mean that in each 
of the first five years of the life of the facility there will be a deduction of 20% of 
the certified cost of the facility in lieu of the standard depreciation deduction. 
There will be immediate tax savings on the difference. Upon termination of 
the five-year period, an additional tax liability will be incurred equivalent to 
the prevailing tax rate on the amount of depreciation deduction which has been 
lost beeause of the amortization election. 


The following exemple shows the benefits resulting from the amortization 
election as compared with the usual depreciation deduction. In this example 
the following assumptions have been made: 
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1. One company has no excess profits tax liability and one company 
is subject to excess profits taxes during the period that excess profits taxes 
are in effect. 


2. Excess profits taxes are in effect for 10 years. This assumption 
is based upon a recent statement by Secretary of Defense Marshall to the 
effect that he estimates the present emergency period will last at least 
10 years. 


3. The tax rates during the first year of the emergency period are 
47% normal tax and surtax and 30% excess profits tax. The tax rates for 
the next 9 years are 50% normal tax and surtax and 30% excess profits 
tax. The tax rates subsequent thereto are 50% normal tax and surtax and 
no excess profits tax. 


4. A tax depreciation rate of 3% is used which comprehends an esti- 
mated life of approximately 33% years. 


5. The example is based upon the effect of each $1.00 invested in the 
emergency facility, 100% of which has been certified as necessary in the 
interest of national defense. 


6. Present worth of the tax savings resulting from the amortization 
election has been computed at 6%. 


Net Tax Saving Resulting from Amortization of Emergency Facilities as 
Compared with Depreciation Thereon 


No Excess With Excess 
Profits Taxes Profits Taxes 
CUCU UENEE . Vacs> ccUsreatves  ctres cee esse $1.000 $1.000 
Annual amortization—20% ................005. .200 .200 
Annual depreciation— 3% ................005: .030 .030 
Excess of amortization deduction over depreciation .170 170 
Tax savings—First year at 47% and 77% ........ .080 131 
Tax savings—Second year at 50% and 80% ...... .085 136 
Tax savings—Second to fifth year—4 years ...... 340 44 
Tax savings—Five years (5+7) ............5+:: .420 675 
Additional income—6th year ...............4++- .030 .030 
Additional tax liability—6th year at 50% and 80% .015 .024 
. Additional tax liability—6th through 10th years 075 .120 
. Additional tax liability—11th year at 50% ...... 015 015 
3. Additional tax liability—1l1lth year through 334% 
FORD). nc ccd ncnmaae omtind * saenar te taser u2ece 300 390 
. Total additional liability (11+13) .............. 425 470 
. Net tax saving, exclusive of present worth factor 


(8-14) TA RoE orl el epi tere Mex (.005) 205 


. Present worth of tax saving at 6% .............. .201 .389 
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The net tax saving will decrease proportionately to the extent that less 
than 100% of the facility is certified in the interest of national defense, and 
will vary further to the extent of variation in tax rates from the assumptions 
made in the example. 


In summary, the example shows that where 100% of the facility is certified 
as necessary in the interest of national defense there is a net tax saving of 20¢ 
on each dollar invested in the facility over the 3344 years life of the facility for 
a company which has no excess profits tax liability and the tax rates are prac- 
tically constant throughout the entire period. The savings arise primarily from 
the earning power of the cash generated by the reduced tax liability on the 
excess of amortization over normal depreciation accumulated for 5 years 
reduced by the additional tax liability arising from the lost depreciation deduc- 
tion subsequent to the 5-year period. The savings are almost doubled to 39¢ 
for a company which would have an excess profits tax liability for the 10-year 
period. Companies computing their excess profits under the regulated Public 
Utility Method would have a saving of 30¢. 


In effect, these savings are an amount equal to a loan from the federal gov- 
ernment without interest over half the life of the facility, assuming of course 
no change in the normal and surtax rate of 50% used in the example. 


V—Effects of Amortization on Electric and Gas Utilities 
B—ACCOUNTING 


Utility companies which took amortization for tax purposes during World 
War LI faced a decision with respect to accounting. Many considerations were 
involved, but where the facilities were considered to have little, or no post-war 
usefulness, in most cases amortization was recorded on the books at the same 
rate used on tax returns. In such cases the amount of amortization recorded 
on the books approximated the amount of depreciation actually occurring in 
the facility. 


Where facilities were considered to have good prospects of post-war use- 
fulness, several methods of accounting treatment were discussed, including: 
1. Amortization (equivalent to amortization for tax purposes) 


2. Accelerated depreciation (equal to normal depreciation plus the 
amount of tax reduction obtained) 


3. Depreciation (at normal rates) 


4. Depreciation (at normal rates), plus accumulation of tax savings 
as a deferred credit, 


a. by charge to income 


b. by charge to surplus 
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The choice of accounting treatment was influenced by various factors 
including: 


1. Regulatory attitude 

2. Relative amounts involved 
3. Effect on rate base 

4. Effect on earnings 


In some cases regulatory authorities indicated a preference as to the 
accounting to be followed; in a few cases, the accounting was prescribed. Inter- 
state Commerce Commission amended its classification of accounts for steam 
railroads to require that where amortization was obtained for tax purposes, 
the accounting should be on the same basis. Securities.and Exchange Com- 
mission required one company to appropriate from earned surplus and to defer 
in a balance sheet account an amount equal to the tax reduction by reason of 
amortization. In this connection, the State regulatory commission later 
requested the company to credit tax expense with excess amounts paid by 
reason of loss of the depreciation deduction, using the deferred credit for that 
purpose. 


It appears that most utility companies, where the emergency facilities had 
good prospects of post-war usefulness, took advantage of the additional tax 
deduction, but did not make any special accounting entries on the books. Only 
normal depreciation was recorded in such cases, and income was increased by 
the amount of tax savings. 


A discussion of the four different accounting treatments referred to above 
follows: 


1. Amortization Recorded in Accounts 


Of the several accounting treatments under consideration, amor- 
tization equal to the allowance for the tax purposes produces the 
heaviest charge against revenues and therefore the lowest net income. 


If this accounting treatment is followed during the emergency 
period, earnings will be below the level of a fair return. The amount 
of such earning deficiency will depend on the tax rates in effect during 
the period. 


This practice of recording amortization appears to be unwarranted 
for a public utility, except, of course, where the probable usefulness 
of the facility is limited to the amortization period. 


2. Accelerated Depreciation 


The term “‘accelerated depreciation’’ is used here to designate the 
accounting practice of charging for depreciation during the amorti- 
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zation period the normal amount of depreciation, plus an amount equal 
to the tax savings arising from amortization for tax purposes. 


After the amortization period, normal depreciation charges would 
be reduced by the amount of excess charges accumulated, spread over 
(i.e., divided by) the estimated remaining years of useful life of the 
emergency facilities. 

This accounting trcatment is intended to avoid the inflation of 
income by reason of such tax savings during the amortization period 
and to substantially offset the effect on income after the amortization 
period of loss of further depreciation allowances on the facility for 
tax purposes. 


3. Depreciation 


The most common treatment among utilities during World War 
IL appears to have been to record normal depreciation on the books 
without further charge for amortization or in lieu of tax savings. 


In this case, income as shown by the books is increased by the 
amount of tax savings. This practice may be considered as a literal 
recording of what actually has happened. 


Where this practice is followed and where the amount of tax sav- 
ings is substantial, disclosure of the extraordinary tax savings is 
required to be made in the financial statements of the utility. 


4. Normal Depreciation Plus Deferred Tax Savings 


This treatment records normal depreciation in the accounts and 
also records the amount of tax savings in a deferred credit account 
which is to be used following the period of amortization to offset the 
increase in taxes due to loss of the tax deduction for depreciation. 


A very controversial question arose during World War II as to 
the account to be charged in establishing the deferred credit, this being 
only an accounting entry involving no cash payment. The first prac- 
tice was to charge a new account parallel to the tax expense account 
in operating revenue deductions. Securities and Exchange Commis- 
sion issued a rule prohibiting this practice and requiring that the 
charge be made to earned surplus. However, one case is known where 
SEC accepted the charge to operating revenue deductions because the 
local regulatory commission ordered the utility to record it in that 
manner. These two alternative treatments are discussed below. 


a. Deferred credit provided by charge to income. 


Where the charge for the deferred credit is to operating 
revenue deductions, income is stated without inflation, that is, as 
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if there had been no tax reduction by reason of amortization. Sub- 
sequently, there is no deflation, if revenue deduction is credited 
and the deferred credit is charged with later excess taxes. The 
essential purpose of deferring the amount of tax savings is to 
equalize the tax expense and the effect thereof on income on a 
long range basis. Hence this treatment in the accounts is more 
realistic and is to be preferred over other methods. 


b. Deferred credit provided by charge to surplus. 


Where the charge for the deferred credit is made to earned 
surplus, current net income is inflated by the amount of tax sav- 
ings. The effect of this treatment is to equalize the impact of 
taxes upon surplus before and after the amortization period, but 
the distortion of income account may have unfavorable implica- 
tions in a regulated industry. 


V—Effects of Amortization on Electric and Gas Utilities 
C—RATE REGULATION 


The handling of accelerated amortization of emergency facilities from the 
viewpoint of rate regulation during World War II affords very little back- 
ground for speculating on the possible treatment that may be accorded these 
items during and after the present emergency period. 


A fairly comprehensive investigation reveals only four instances reported 
that may be considered of sufficient importance to warrant discussion for guid- 
ance in future handling. These four instances are as follows: 


Re Vallejo Electric Light & Power Company, decided by the California 
Commission on March 7, 1944 (55 PUR NS 435). In this case the annual 
amortization charge was allowed as an operating cost upon condition that 
the company file a stipulation to the effect that when the full cost of the 
emergency facilities had been returned, the full principal amount would be 
eliminated from the capital investment in determining the rate base; 


Re Potomac Electric Power Company, decided by the District of Columbia 
Commission on July 22, 1944 (55 PUR NS 65). In this instance the com- 
pany had obtained Certificates of Necessity for construction of several 
items of property. The company elected not to take accelerated amorti- 
zation on those facilities which, in the judgment of the company, would 
probably remain in service throughout their useful life, but to write off 
facilities which would not be useful upon termination of the emergency. 
It appears that the full amount of the annual amortization allowance was 
currently charged to operating expenses and deducted in arriving at the 
net rate base; 


94133 O—57—pt. 2—-—41 
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Re Consolidated Gas Electric Light and Power Company of Baltimore, decided 
by the Maryland Commission on December 30, 1946 (67 PUR NS 144). 
Here it is stated that the amount credited to the Depreciation Reserve was 
‘equivalent to the tax reduction which results from the amortization of 
all emergency facilities,’”’ and it was this tax saving which was deducted 
in determining the rate base. The comment by the Commission is inter- 
esting: ‘‘However, under the plan followed by the Consolidated Company 
of crediting the tax saving to the Depreciation Reserve, which reserve is 
deducted in determining the rate base, the rate payers really get a con- 
tinuing benefit from the tax saving by reason of the lower rate base which 
results from this treatment’’; 


Cleveland Electric Iluminating Company in a decision handed down by 
the Ohio Commission on January 24, 1947 (67 PUR NS 65). In this case 
the company created a reserve for post-war adjustments equal to the 
amount of the tax reduction resulting from amortization of facilities which 
the company was permitted to depreciate fully for tax purposes. The 
Commission noted that the company proposed to use the entire reserve 
for post-war adjustments to relieve post-war operating expenses and 
remarked, ‘‘There will therefore be no windfall to the company because 
this use will either permit future reductions in rates or limit the amount of 
increases which might otherwise be ordered.’’ 


A review of the Congressional Record on the subject of accelerated amor- 
tization of emergency facilities gives no indication that the intent is to penalize 
utilities in this regard because they are subject to rigid regulation. On the 
contrary, the intent is to treat all alike in the promotion of construction of 
facilities that will aid in the emergency defense program that is currently 
under way. It is a device on the part of Congress which they have set up 
through tax legislation to stimulate investment in such facilities. 


Certainly, some of the steel mills that have been certified will have 
economic usefulness long after a five-year period and being an unregulated 
business, there is nothing to indicate that the pricing of their products or their 
net earnings will be affected thereby. 


However, in connection with the effort to explore the problem of amorti- 
zation from every possible angle, estimates have been made to show the effect 
of the amortization on rate base, net income and the rate of return under vary- 
ing conditions and assumptions. It is in no way to be assumed that these 
estimates represent, or even carry an implication of representing recommenda- 
tions as to the proper handling of the amortization from the viewpoint of rate 
making. They are merely intended to show, as indicated above, the effect of 
various treatments of the items under varying conditions and assumptions. 
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The following statements, based upon hypothetical companies, are included 
in the appendix for (1) a Company earning a rate of return of 6% (on original 
cost), after normal income tax and surtax, and (2) a Company earning a 7% 
rate of return (after normal and surtax) : 


Balance sheets—Appendix D 

Statements of Income—Appendix E 

Rate base and rate of return: 

Original cost depreciated—Appendix F 
Reproduction cost new depreciated—Appendix G 


Each of these statements is based upon the assumed cost of the emergency 
facility and the financing thereof as hereinafter in Section V(D) set forth and 
show the results of the application of the following basic assumptions: 


a. No accelerated amortization either tax or bookwise 

b. No book accounting for accelerated amortization 

ce. Book amortization equal to normal depreciation plus tax saving 
d. Book amortization equal to accelerated tax amortization 


As previously stated it is not intended to imply that these demonstration 
tabulations set forth the precise conditions which will prevail in any given 
situation. They are included merely as a guide whereby the actual situations 
may be substituted for the hypothetical to appraise the final result. 


Balance Sheets 


The balance sheets set forth the conditions of the hypothetical companies, 
(1) prior to construction of the emergency facility, (2) immediately after its 
construction but before its operation, and (3) at the end of five years of opera- 
tion of the emergency facility based upon each of the foregoing four basic 
assumptions. 


In the preparation of the balance sheets it has been assumed that the 
normal provisions for depreciation will provide the funds for normal net addi- 
tions to plant account. It will, therefore, be observed that the increase in the 
plant account is equivalent to the increase in the depreciation reserve arising 
from normal depreciation of all of the property including the emergency 
facility. It was thought desirable to present the situation in this manner in 
order that the only changes in the net plant would be occasioned by different 
methods of treating the accelerated amortization. Likewise the earned surplus 
account as reflected in the balance sheet does not give effect to the increase 
which would normally occur therein through retention of undistributed earn- 
ings in order to vividly portray the effect of the various methods of treating 
the accelerated amortization of the emergency facility upon the books of the 
hypothetical companies. 
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Statements of Income 


The statements of income reflect the results of operation of the hypo- 
thetical companies prior to construction of the emergency facility and at the 
end of the fifth year of operation thereof based upon each of the foregoing 
four basic assumptions. 


In the preparation of the statements it has been assumed that excess 
profits taxes will be levied for a period of ten years, but that the amortization 
of the emergency facility will be permitted over a five-year period only. 


The statements for the period subsequent to construction of the emer- 
gency facility, do not give effect to possible changes in normal operations, but 
show changes resulting from operation of the facility only. 


Rate Base and Rate of Return 


The effect of the accounting for accelerated amortization, based on the 
various assumptions previously set forth, upon the rate base and rate of return 
is confined to two types of rate base only, i.e., ‘‘original cost depreciated’’ and 
‘treproduction cost new depreciated.’’ It has been considered that a ‘‘prudent 
investment’’ rate base would closely equal that arrived at through the ‘‘original 
cost depreciated’ method and that ‘‘fair value’’ would not differ greatly from 
‘reproduction cost new depreciated,’’ so that the inclusion of these other types 
of bases would substantially represent a duplication. 


The rates of return based on the various assumptions and each of the 
two foregoing bases are summarized as follows: 


Return on Rate Base 


Company e: 6% and heving Original cost Reproduction cost 
no excess aie tax liability depreciated new depreciated 
1. Before construction of emergency facility..... 6.00% 4.00% 


2. After construction of emergency facility— 


a. No accelerated amortization either tax or 


bookwise: 
I. Average of 5 yr. amort. period........ 6.00 4.24 
De wail. «midi achiennes dacknans 5.94 4.20 
b. No book accounting for accelerated tax 
amortization: 
I. Average of 5 yr. amort. period........ 7.33 5.18 


Sig oiion stawar Conder oveswiens «0 5.71 4.03 


| 
| 
| 
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Book amortization equal to normal depre- 
ciation plus tax saving: 


I. Average of 5 yr. amort. period........ 6.25 


ee er eee ee 6.41 
Book amortization equal to accelerated tax 
amortization: 

I. Average of 5 yr. amort. period........ 4.92 
Fas RR yeni. 58.6 ¥. AVS 90 AWTS 7.19 


Before excess profits tax 
Repro- 


Original duction 
cost cost new 
depre- depre- 
Company earning 7% ciated ciated 
1. Before construction of emergency 
ae oh eee eee 7.00% 4.67% 
2. After construction of emergency 
facility— 
a. No accelerated amortization 
either tax or bookwise: 
I. Average of 5 year amorti- 
zation period ........... 7.00% 494% 
Ee. “GUM WOE chaste seas 6.96% 4.91% 
b. No book accounting for accel- 
erated tax amortization: 
I. Average of 5 year amorti- 
zation period .......... 8.35% 5.89% 
Il. Sixth year ............. 6.72% 4.74% 
ce. Book amortization equal to 
normal depreciation plus tax 
saving: 
I. Average of 5 year amorti- 
zation period .......... 7.07% 4.74% 
Il. Sixth year ............. 7.63% 4.95% 
d. Book amortization equal to 
accelerated tax amortiza- 
tion: 
I. Average of 5 year amorti- 
zation period .......... 6.03% 3,89% 


TE: Gilet Mee ve <0 monavie 8.36% 5.10% 
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4.24 
4.24 


3.18 
4.38 


After excess profits tax 


Original 
cost 
depre- 
ciated 


6.67 % 


6.71% 


6.71% 


6.547% 


7.27% 


7.987% 


Repro- 
duction 
cost new 
depre- 
ciated 


4.44% 


4.74% 


4.73% 


4.61% 


4.71% 


4.86% 
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In the hypothetical figures under 2b I and II in the two foregoing tabu- 
lations, rates of return in excess of the base rates of 6% and 7% occur in 
instances where no provision is made for recording accelerated amortization 
on the books of account. 


While this condition is undoubtedly true from the viewpoint of demon- 
strating the effect of handling the amortization under this method of accounting, 
in actual practice there will be other factors that will occur during the emer- 
gency defense period that will work the other way and hence it will be desirable 
for utilities to have such a benefit to help offset these other adverse factors. 


Undoubtedly, much of the load that will result from the construction of 
facilities for defense purposes will be of an industrial type which will carry 
low ratios of net income. Any substantial volume of such business will tend 
to reduce the relationship of net earnings to investment. It is possible that 
the net earnings ratios may be also affected by the restrictions that will be 
placed on residential and small commercial loads by reason of construction 
and purchasing curtailments brought about by the defense program. 


Another factor that will have an effect of the earnings ratios is the increase 
that will occur in the operating expenses of certain of the utility companies. 
To cite only two specific examples, the rising demands for power will neces- 
sitate the operation of older uneconomical plants, and higher costs may well 
result from the use of substitute materials. 


It can be seen from the foregoing that the added income that will accrue 
to utilities from the handling of the amortization as described will provide a 
means of offsetting the additional costs that may result from the defense 
preparation. 


One method of accounting treatment previously discussed was depreciation 
(at normal rates) and accumulation of tax saving as a deferred credit. Since 
such accounting treatment would not effect rate base, it was not included as 
one of the assumptions for computing Return on Rate Base per above. 


If this method of accounting were used and the entire amount of tax 
savings was recorded as a deferred credit by charge to operating revenue 
deductions, the return on rate base would be the same as set forth above under 
(2)(a) for the 5 year amortization period. The return in the sixth year would 
depend on the manner in which the reserved amount was brought back as a 
reduction in operating revenue deductions. 


If the deferred credit were recorded to the extent of the entire amount 
of tax savings by charge to earned surplus, the return on rate base would be 
the same as set forth above under (2)(b) for the 5 year amortization period. 





‘ 





RAPID AMORTIZATION IN REGULATED INDUSTRIES 1249 


The return in the sixth year would also be the same unless the amount restored 


to surplus, beginning the sixth year was required to be added to earnings for 
return on rate base. 


V—Effects of Amortization on Electric and Gas Utilities 


D—FINANCING 
1. Cash Savings 


The amortization of 100% of the cost of a facility over a five-year period 
for tax purposes, assuming a normal depreciation allowance for tax purposes 
of 3% annually, would produce an annual cash saving through reduced normal 
income tax and surtax equal to 17% of the cost of the facility multiplied by 
the normal income tax and surtax rates. At the present rate of 47%, the annual 
saving would amount to 7.99% of the cost of the facility. Over the five-year 
period of amortization, assuming a continuance of the present tax rates, the 
aggregate cash savings by reason of reduction in normal income tax and surtax 
would equal 39.95% of the cost of the facility. 


If the company were in an excess profits tax position, the cash savings 
would be increased to that extent. Assuming that the incremental earnings 
from a new facility would be subject to the maximum excess profits tax rate 
of 30%, the savings in excess profits taxes would equal 5.1% of the cost of the 
facility annually, or a total of 25.5% for the five-year period. Over the five- 
year period, the cash savings by reason of reduction in Federal taxes on income 
and excess profits would aggregate 65.48% of the cost of the facility. 


2. Financing Burden Eased 


The cash saved through reduction in taxes by reason of amortization should 
facilitate financing. As one illustration, in the case of a major project which 
would require new money financing, the fact that a large portion of the cost 
of the project will be recouped through tax savings over a five-year period 
makes it possible to raise a similarly large part of the required new money 
through the issuance of five-year serial notes. The carrying charges on this 
temporary financing would be considerably less than those on permanent or 
long-term types of financing. The cash savings through reduction in taxes 
would be available for the repayment of the serial notes. Such financing would 
be contingent, of course, on the existence of any restrictions on the amount of 
additional unsecured debt securities which the company is permitted to issue, 
whether in the form of Charter provisions or covenants under Debenture Agree- 
ments, etc. 


Another illustration, where a utility has a substantial expansion program, 
a certified facility in an early year could be financed in the usual manner, and 
the cash tax savings from such certification could be used to finance a part of 
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the future expansion program. This would avoid equity financing in subse- 
quent years when it might become increasingly difficult to accomplish. 


3. Financing Through Use of Tax Savings Can 
Result in Improved Capitalization Ratio 


The financing of a major part of the cost of construction of defense facilities 
through serial notes would result in improved capitalization ratios. Using for 
example a hypothetical company, it has been assumed for illustrative purposes 
that a $10,000,000 project would be financed by the issuance of five-year serial 
notes in the amount of $5,000,000, and bonds in the amount of $5,000,000. It 
also has been assumed that the company earns a return of 6% (original cost 
basis) after normal taxes, and that the new-facility would likewise earn a 
6% return. The following are the capitalizations, and the ratios, before and 
after the financing: 








Table I 
Before Financing After Financing 

Amount % of Amount % of 

(000) Total © _(000)_ Total 

I od tat alle hs © a0 $27,000 54.0 $32,000 54.2 
Serial Notes ........... ~ = 4,000* 6.8 
Profemmed) c.5 f05ccc cre. 9,500 19.0 9,500 16.1 
CommonandSurplus... 13,500 27.0 13,500 22.9 
gpg geen $50,000 100.0 $59,000 100.0 











* Excluding currently maturing $1,000,000. 


In this example, the total tax savings over the five-year period have been com- 
puted at $3,996,000. 


Since the Serial Notes are substantially self-liquidating through tax- 
savings, if they were ignored in computing capitalization ratios, the following 
tabulation shows the capitalization and the ratios, after financing, excluding 


the Notes: 
Pro Forma After Financing 





(Excluding Serial Notes) 
Amount % 
ET AEE SLs dab ohn ose $32,000 58.2 
GED yi. tiiee tlds taabe oe 9,500 17.3 
Common and Surplus ......... 13,500 24.5 
PE cae pncedeenes a0 ehe:s $55,000 100.0 








The capitalization ratios at the end of the five-year amortization period 
would naturally be affected by the method of accounting for the tax savings. 
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The following tabulation shows, for the hypothetical company, the capitaliza- 
tion ratios at the end of five years under present tax rates for— 


a. The Company without the $10,000,000 facility, assuming continua- 
tion of present earnings and common dividends of $1,400,000 annually 
(equal to 77% of earnings on common stock). 


b. $10,000,000 facility added amortized for tax purposes. No addi- 
tional depreciation in lieu of tax savings (the tax savings flowing through 


to Surplus). Facility financed $5,000,000 in serial notes, $5,000,000 in 
bonds. 


ec. $10,000,000 facility added amortized for tax purposes. Depreciation 


per books at normal rate plus amounts equal to tax savings. Facility 
financed as in (b) above. 


d. $10,000,000 facility added, no accelerated amortization for book 
and tax purposes. Facility financed as in (b) above. 


Table II 


Pro Forma Capitalization of Hypothetical Company Five Years Hence 
(earning a 6% return) 
(000 omitted) 
With Addition of $10,000,000 Facility 
Facility Amortized for 
Tax Purposes 
Book Treatment 











Tax ad 
(a) (b) Plus (d) 
As Presently Normal Normal No 
Constituted Depreciation Depreciation Amortization 
Amount % Amount % Amount % Amount % 
ee $27,000 51.8 $32,000 50.8 $32,000 54.2 $32,000 542 
Preferred .......\#< 9,500 182 9,500 15.1 9500 161 9,500 16.1 
Common and Surplus 15,600 30.0 21,506 34.1 17,510 29.7 17,510 29.7 
ae $52,100 100.0 $63,006 100.0 $59,010 100.0 $59,010 100.0 








It will be seen from the foregoing tables I and II that, although the 
common equity ratio is initially reduced from 27.0% to 22.9%, it will have 
improved at the end of the five year period to 34.1% if the tax savings are 
added to surplus or to 29.7% if the tax savings are offset by additional charges 
to income for depreciation. These ratios compare with the projected equity 
ratio of 30.0% for the company without the added facility. 


In the foregoing hypothetical example, it was assumed that the financing 
of the $10,000,000 project was related to the tax savings through amortization, 
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or in other words the aggregate tax savings over the five-year period of 
$3,996,000 provided the major part of the cash for repayment of the five-year 
serial notes. However, as previously mentioned, if the project were financed 
in the normal manner (i.e., without serial notes), the cash savings through 
amortization for tax purposes would be available to replace an equivalent 
amount of equity capital in the financing of further expansion. 


An alternative example has also been assumed, for illustrative purposes, 
of a hypothetical company, capitalization to be initially as in the previous 
example, earning a 7% return (original cost basis) after normal taxes, which 
return would be subject to an excess profits tax. Here it has been assumed 
that the new facility was financed in the same manner as the previous example, 


4 


and that it would earn a 7% return after normal taxes. 


In this instance the total tax savings through amortization over the five- 
year period amount to $4,899,000. 


The following tabulation shows the capitalization ratios for this hypo- 
thetical company five years hence, again assuming continuation of present 
earnings and common dividends of $1,400,000 annually (equal in this instance 
to a 65% “‘pay out’’): 


Table Ill 


Pro Forma Capitalization of Hypothetical Company Five Years Hence 
(earning a 7% return) 
(000 omitted) 
With Addition of $10,000,000 Facility 
Facility Amortized for 
T. s 


ax 
Book Treatment 


(c) 
Tax Savings 
(a) (b) Plus (d) 
As Presently Normal Normal No 
Constituted Depreciation Depreciation Amortization 


Amount % Amount % jAmount % Amount % 











Bes 91) 068 0.001 $27,000 50.2 $32,000 48.5 $32,000 52.3 $32,000 52.3 
Prefered .......+.. 9,500 17.7 9,500 144 9,500 156 9,500 15.6 
Common and Surplus 17,265 32.1 24,544 37.1 19,645 321 19,645 32.1 

Medel Ponda. , $53,765 100.0 $66,044 100.0 $61,145 100.0 $61,145 100.0 




















From the above table it will be seen that by the end of the five-year period 
the common equity ratio will have improved to 37.1% if the tax savings are 
added to surplus, or to 32.1% if the tax savings are offset by added deprecia- 
tion provisions, which is the same ratio the company would then have attained 
as presently constituted. 
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4, Sound Use of Tax Savings Should 
Result in Lower Money Costs 


The financing of a major part of the construction cost through serial notes 
should result in lowered cost of money. The interest rate on the five-year 
Serial Notes is estimated at 242°, as compared with a probable rate of 274% 
if the same amount of money were to be raised by the sale of bonds. Based on 
$5,000,000 of debt financing, the comparative interest costs for the first year 
would be $125,000 for the notes, compared with $143,750 for the bonds, or a 
saving of $18,750 before taxes. 


The financing through serial notes would not only be less costly but is 
desirable in that it provides a more flexible method of financing, for the reason 
that it may also be considered as a substitute for additional common equity 
financing. From this viewpoint, the comparative money costs are about 242% 
(before taxes) for serial notes as against perhaps 9% or 10% for common 
stock. 


Furthermore, financing through five-year serial notes may be arranged 
privately with banks or insurance companies, with consequent reduction in 
expenses over other methods of financing, particularly if a filing of a regis- 
tration statement with the Securities and Exchange Commission is required. 


5. Common Stock Dilution May Be Avoided 


The financing of a major part of the construction cost through serial notes 
avoids dilution in the earnings on the common stock. The financing of the 
costs of a relatively large addition to plant would normally require a company 
to sell additional common stock in order to maintain its equity ratio. However, 
where it is possible to finance a major part of the construction costs of a 
defense facility through serial notes which are repaid with cash generated 
through tax savings, it may not be necessary to sell any additional common 
stock, or the amount of additional common stock may be reduced. Where a 
defense facility is financed in the normal manner (without serial notes), and 
amortized for tax purposes, the resulting cash savings are available to finance 
further expansion without the necessity of issuing additional common stock. 


6. Present Worth of Difference Between Accelerated 
Amortization and Normal Depreciation 


Using the hypothetical company referred to herein which would construct 
a $10,000,000 defense project and obtain certification for accelerated amorti- 
zation purposes, the present worth (discounted at 6% per annum) of the 
savings resulting from the differences between the accelerated amortization 
and straight line depreciation at 3% would amount to $3,189,300. This 
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assumes, of course, that no effect is given to the accelerated amortization for 
rate making purposes, and further assumes an effective Federal tax rate of 
77% under both depreciation methods. Assuming a Federal tax rate of 50%, 
this item would amount to $2,071,000. 


Vi—General Discussion and Conclusions 


Experience with tax accelerated amortization of emergency facilities dur- 
ing World War IT generally was favorable to electric and gas utilities. It so 
happened that World War LI continued for approximately the length of the 
amortization period and many utilities were subjected to excess profits taxes 
at very high rates during that time. That period was followed, for a period 
of nearly five years, by elimination of excess profits taxes and by somewhat 
lower normal and surtax rates. The major facilities on which amortization 
was allowed proved to have continued usefulness. 


There are several important differences in the present situation as con- 
trasted with that which existed duri.g World War II. In the first place, it 
appears that the present emergency period will be of somewhat longer dura- 
tion. Secondly, the regulated public utilities are given an alternative method 
of computing their tax liability under the Excess Profits Tax Act of 1950. 
As a third difference, the present high inflationary level and the threat of either 
more rigid controls and prolonged high taxes or still more inflation are impor- 
tant factors not paralleled in the earlier situation. 


The tangible advantages of the tax amortization lie primarily in two fields, 
taxation and finance. 


The utility gains from a tax viewpoint if the effective tax rate is lower 
after the end of the amortization period than during such period. Thus, for 
a utility to ascertain the benefit that will accrue from the tax amortization, 
it must speculate as to what tax rates will be after the end of the amortization 
period. If it is believed they will be lower, then to the extent that they are 
actually lower, savings will acerue accordingly to the utility. 


Even though tax rates remain the same after the emergency period the 
utility would benefit because of the present worth of the savings resulting from 
difference between accelerated amortization and normal depreciation. As was 
pointed out in Section V(D) (page 23) the example used there shows a benefit 
of $3,189,300 assuming an effective Federal tax rate of 77%. Assuming a Fed- 
eral tax rate of 50% the saving will amount to $2,071,000. 


The amortization will provide cash savings at current tax rates. The 
utility should be able to use these cash savings to liquidate short term obli- 
gations which it could use in financing, through private sources at low interest 
rates, a part of the construction of the emergency facility. 








t 
] 
( 
i 





RAPID AMORTIZATION IN REGULATED INDUSTRIES 1255 


In effect, this provides government assistance to industry in raising cash 
to finance the facilities needed partially for defense purposes. It is recognized, 
however, that this benefit is offset by higher than normal costs after the period 
of amortization when no further depreciation can be claimed on such facilities 
in determining tax liabilities. 


The impact of the amortization on the utility’s income statement and 
balance sheet will depend on the accounting treatment used to record the trans- 
actions. The accounting could result in the income statement showing— 


a. An increase in earnings equivalent to current tax savings, if amor- 
tization is not recorded on the books. 


b. No change in earnings if an amount equal to the tax savings is 
recorded on the books as an expense. 


ce. A decrease in earnings if full amortization is recorded on the 
books as an expense. 


Likewise, the accounting could result in the balance sheet showing an 
inerease in the depreciation reserve if an amount equal to the tax savings were 
recorded on the books as an expense item. A larger increase in the reserve 
would result if the full amortization were recorded on the books as an expense 
item. Of course, surplus would vary according to the treatment given to the 
item in the income account. 


These methods of accounting were discussed during the World War II 
period. 


The extent to which a utility will derive benefit from the use of accelerated 
amortization will depend to a substantial extent on the manner in which the 
amortization is handled for rate making purposes. 


If, as it should be, the accelerated amortization does not enter into the 
rate making picture, then utilities will derive benefits from the use thereof 
the same as other types of industries. If, however, as was previously indi- 
cated, commissions involve the accelerated amortization in the rate making 
picture, the benefits to utilities may be materially diminished and results 
intended by Congress at the time of the passage of the legislation may be 


nullified. 


It is obvious from the data submitted herein, that a requirement to record 
as an expense on the books of account an amount equal to the tax saving from 
the accelerated amortization would result in no increase in operating income 
of the utility. Furthermore, if a utility operating in a state that based its rate 
making on the ‘‘original cost theory’’ were required to have it affect its rates 
because of the accelerated amortization, then the utility would even be deprived 
of the cash benefit that otherwise would be available to it. Of course, in both 
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of these events, such action would defeat some of the purposes for which the 
accelerated amortization was intended. 


There is no instance on record where a commission in a rate case changed 
a rate base, rate of return, or allowable earnings to give recognition to the 
difference between the amount of depreciation claimed for tax purposes and 
the amount recorded on the books of account. Under the present cireumstances 


there would be even less reason, if any existed, to treat the accelerated amorti- 
zation any differently. 


As a further point in the rate making aspect of this matter, it should 
be pointed out that service rates are set at levels to recover normal deprecia- 
tion only. Since accelerated amortization is not recovered through such rates, 
it is obvious that rate making should not reflect either directly or indirectly 
the amortization. 


One thing seems obvious at this time—utilities that are at all interested 
in the accelerated tax amortization should seek certification of the facilities 
that are being constructed or acquired for defense purposes. There is no 
requirement that a utility must use the accelerated amortization even though 
the facility is certified. 


It is hoped, as was previously indicated, that this document will afford 
the means by which a utility can analyze its own peculiar situation to decide 
the relative merits of the use of accelerated amortization. 








‘ 
‘ 
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APPENDIX A 


SECTION 124A. AMORTIZATION DEDUCTION 


a. General Rule—Every person, at his election, shall be entitled to a deduc- 
tion with respect to the amortization of the adjusted basis (for determining 
gain) of any emergency facility (as defined in subsection (d)), based on a 
period of sixty months. Such amortization deduction shall be an amount, with 
respect to each month of such period within the taxable year, equal to the 
adjusted basis of the facility at the end of such month divided by the number 
of months (including the month for which the deduction is computed) remain- 
ing in the period. Such adjusted basis at the end of the month shall be com- 
puted without regard to the amortization deduction for such month. The 
amortization deduction above provided with respect to any month shall, except 
to the extent provided in subsection (f) of this section, be in lieu of the deduc- 
tion with respect to such facility for such month provided by section 23 (1), 
relating to exhaustion, wear and tear, and obsolescence. The sixty-month 
period shall begin as to any emergency facility, at the election of the taxpayer, 
with the month following the month in which the facility was completed or 
acquired, or with the sueceeding taxable year. 


b. Election of Amortization—The election of the taxpayer to take the amor- 
tization deduction and to begin the sixty-month period with the month follow- 
ing the month in which the facility was completed or acquired, or with the 
taxable year succeeding the taxable year in which such facility was completed 
or acquired, shall be made by filing with the Secretary, in such manner, in such 
form, and within such time, as the Secretary may by regulations prescribe, a 
statement of such election. 


c. Termination of Amortization Deduction—A taxpayer which has elected 
under subsection (b) to take the amortization deduction provided in subsec- 
tion (a) may, at any time after making such election, discontinue the amortiza- 
tion deductions with respect to the remainder of the amortization period, such 
discontinuance to begin as of the beginning of any month specified by the tax- 
payer in a notice in writing filed with the Secretary before the beginning of 
such month. The deduction provided under section 23 (1) shall be allowed, 
beginning with the first month as to which the amortization deduction is not 
applicable, and the taxpayer shall not be entitled to any further amortization 
deductions with respect to such emergency facility. 


d. Definitions— 


1. Emergency Facility—As used in this section the term ‘emergency 
facility’ means any facility, land, building, machinery, or equipment, or any 
part thereof, the construction, reconstruction, erection, installation, or 
acquisition of which was completed after December 31, 1949, and with 
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respect to which a certificate under subsection (e) has been made. In no 
event shall an amortization deduction be allowed in respect of any emer- 
gency facility for any taxable year unless a certificate in respect thereof 
under this paragraph shall have been made prior to the filing of the tax- 
payer’s return for such taxable year, or, in the case of an emergency facility 
completed or acquired by a taxpayer after December 31, 1949, and before 
the date of enactment of the Revenue Act of 1950, unless a certificate in 
respect thereof under this paragraph shall have been made prior to the 
expiration of twelve months after the date of enactment of the Revenue 
Act of 1950. 


2. Emergency Period—As used in this section, the term ‘emergency 
period’ means the period beginning January 1, 1950, and ending on the date 
on which the President proclaims that the utilization of a substantial por- 
tion of the emergency facilities with respect to which certifications under 
subsection (e) have been made is no longer required in the interest of 
national defense. 


e. Determination of Adjusted Basis of Emergency Facility—In determining, for 


the purposes of subsection (a) or subsection (g), the adjusted basis of an emer- 
gency facility— 


1. There shall be included only so much of the amount of the adjusted 
basis of such facility (computed without regard to this section) as is 
properly attributable to such construction, reconstruction, erection, instal- 
lation, or acquisition after December 31, 1949, as the certifying authority, 
designated by the President by executive order, has certified as necessary 
in the interest of national defense during the emergency period, and only 
such portion of such amount as such authority has certified as attributable 
to defense purposes. Such certification shall be under such regulations 
as may be prescribed from time to time by such certifying authority with 
the approval of the President. An application for a certificate must be 
filed at such time and in such manner as may be prescribed by such cer- 
tifying authority under such regulations but in no event shall such cer- 
tificate have any effect unless an application therefor is filed before the 
expiration of six months after the beginning of such construction, recon- 
struction, erection, or installation or the date of such acquisition, or before 
the expiration of six months after the date of enactment of the Revenue 
Act of 1950, whichever is later. 


2. After the completion or acquisition of any emergency facility with 
respect to which a certificate under paragraph (1) has been made, any 
expenditure (attributable to such facility and to the period after such com- 
pletion or acquisition) which does not represent construction, reconstruc- 
tion, erection, installation, or acquisition included in such certificate, but 
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In no with respect to which a separate certificate is made under paragraph (1), 

emer- shall not be applied in adjustment of the basis of such facility but a sepa- 

hereof rate basis shall be computed therefor pursuant to paragraph (1) as if it | 
ie tax- were a new and separate emergency facility. | 
acility | 
before f. Depreciation Deduction—If the adjusted basis of the emergency facility | 
sate in (computed without regard to this section) is in excess of the adjusted basis | 
to the computed under subsection (e), the deduction provided by section 23 (1) shall, | 
-venue despite the provisions of subsection (a) of this section, be allowed with respect 


to such emergency facility as if its adjusted basis for the purpose of such dedue- 
tion were an amount equal to the amount of such excess. 


rgency 

1e date g. Payment by United States of Unamortized Cost of Facility—If an amount is | 
al por- properly includible in the gross income of the taxpayer on account of a pay- 
under ment with respect to an emergency facility and such payment ts certified as 


rest of provided in paragraph (1), then, at the election of the taxpayer in its return 
for the taxable year in which such amount is so ineludible— 


1. The amortization deduction for the month in which such amount 


ei Sa is so ineludible shall (in lieu of the amount of the deduction for such month : 
computed under subsection (a)) be equal to the amount so includible but 
not in excess of the adjusted basis of the emergency facility as of the end of 
justed such month (computed without regard to any amortization deduction for 
) as 18 such month). Payments referred to in this paragraph shall be payments 
instal- the amounts of which are certified, under such regulations as the President 
hority, may prescribe, by the certifying authority designated by the President 
OPRaEY as compensation to the taxpayer for the unamortized cost of the emer- 
id wr gency facility made because— 
— A. a contract with the United States involving the use of the 
vy with facility has been terminated by its terms or by cancellation, or 
lust be B. the taxpayer had reasonable ground (either from provisions 
ch cer- of a contract with the United States involving the use of the facility, 
ch cer- or from written or oral representations made under authority of the 
ore the United States) for anticipating future contracts involving the use of 
recon- the facility, which future contracts have not been made. 
before : . atte ; 
irenue 2. In case the taxpayer is not entitled to any amortization deduction 
with respect to the emergency facility, the deduction allowable under sec- 
tion 23 (1) on account of the month in which such amount is so ineludible 
ty with shall be increased by such amount, but such deduction on account of such 
le, any month shall not be in excess of the adjusted basis of the emergency facility 
+h com- as of the end of such month (computed without regard to any amount 
nstruc- allowable, on account of such month, under section 23 (1) of this para- 
te, but graph). 


94133 O—57—pt. 2———42 
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h, Life Tenant and Remainderman—In the case of property held by one person 
for life with remainder to another person, tle deduction shall be computed 
as if the life tenant were the absolute owner of the property and shall be allow- 
able to the life tenant. 


i. Cross Reference—For special rule with respect to gain derived from the 
sale or exchange of property the adjusted basis of which is determined with 
regard to this section, see section 117(g) (3). 


Amendment to Section 117(g) of Interna] Revenue Code (Gain Attribut- 
able to Amortization Deduction) : 


3. gain from the sale or exchange of property, to the extent that the 
adjusted basis of such property is less than its adjusted basis determined 
without regard to section 124A (relating to amortization deduction), shall 
be considered as gain from the sale or exchange of property which is 
neither a capital asset nor property described in subsection (j). 
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APPENDIX B 


NATIONAL SECURITY RESOURCES BOARD 
TITLE 32A—NATIONAL DEFENSE, APPENDIX 
CHAPTER VI—NATIONAL SECURITY RESOURCES BOARD 


Part 600—Issuance of Necessity Certificates Under Section 124A 
of the Internal Revenue Code 


The following regulation is hereby prescribed by the Chairman of the 
National Security Resources Board with the approval of the President, pur- 
suant to the authority contained in Executive Order 10172, dated October 12, 
1950. 


Sec. 600.1 Definitions. 

Sec. 600.2 Criteria for determination of necessity and of portion 
attributable to defense purposes. 

Sec. 600.3 Procedures and responsibilities. 

Sec. 600.4 Exercise of powers of certifying authority. 

Sec. 600.5 Amendment of this part. 


Authority: Sec. 600.1 to 600.5 issued under see. 124A, as added by sec. 
216, Pub. Law 814, 81st Cong., E. O. 10172, Oct. 12, 1950, 15 F. R. 6929, 


Sec. 600.1 Definitions. As used throughout this part: 


a. ‘‘Emergency facility’’ means any facility, land, building, machinery 
or equipment, or any part thereof, the construction, reconstruction, erec- 
tion, installation, or acquisition of which was completed after December 
31, 1949, and with respect to which a Necessity Certificate has been made. 


b. ‘*Emergency period’’ means the period beginning January 1, 1950, 
and ending on the date on which the President proclaims that the utiliza- 
tion of a substantial portion of the emergency facilities with respect to 
which Necessity Certificates have been made is no longer required in the 
interest of national defense. 


e. ‘*Certifying authority’? means the Chairman of the National Secu- 
rity Resources Board or his duly authorized representative. 


d. ‘‘Necessity Certificate’? means a certificate made pursuant to sec- 
tion 124A of the Internal Revenue Code, certifying that the construction, 
reconstruction, erection, installation, or acquisition of the facilities referred 
to in the certificate is necessary in whole or in part in the interest of 
national defense during the emergency period, and certifying the portion 
thereof attributable to defense purposes. 
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e. **Materials’’ means raw materials, articles, commodities, products, 
supplies and components. 


f. ‘*Taxpayer’’ means a person as defined in section 3797 (a) (1) of 
the Internal Revenue Code. 


Sec. 600.2 Criteria for determination of necessity and of portion attribut- 
able to defense purposes. Determination will be made as to whether the con- 
struction, reconstruction, erection, installation, or acquisition of the facility 
(in whole or in part) is necessary in the interest of national defense during 
the emergency period aud what portion of the facility is attributable to defense 
purposes, 


a. Materials or services required for national defense. In making 
such determination, consideration will be given to whether the material or 
service to be produced with the proposed emergency facility is required 
in whole or in part in the interest of national defense during the emergency 
period. A material or service may be found to be so required if it is directly 
required for the Armed Services of the United States or auxiliary per- 
sonnel, for civil defense, for the Atomic Energy Commission, or for any 
operations or activities in connection with the Mutual Defense Assistance 
Act; or if it is in the nature of materials or services necessary for the pro- 
duction of materials or services directly required in the interest of national 
defense during the emergency period; or if it is in the nature of materials 
or services necessary for the operation of the national defense program; 
or if it is otherwise necessary in the interest of national defense. 


b. Shortage of facilities for the production of materials or services 
required for national defense. In making such determination, considera- 
tion will be given to whether at the time of the construction, reconstruc- 
tion, erection, installation or acquisition of the facility, there is an existing 
or prospective shortage of facilities for the production of the materials or 
services which are to be produced by the facility sought to be certified. 
In such determination, consideration will be given to an over-all shortage, 
the necessity for and adequacy of facilities or materials or services for a 
particular region, the necessity for stand-by capacity, and other factors 
contributing to or threatening a shortage of facilities for producing such 
materials or services. 


ce. Economic usefulness of the facility. In determining the portion 
of the facility attributable to defense purposes consideration will be given 
to the probable economic usefulness of the facility for other than defense 
purposes after five years. 


d. Acquired facilities, replacements, and land. 








| | 
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5, 1. Acquired facilities previously constituting the productive 
assets of a going concern, and second-hand facilities, will not be cer- 
tified unless: 


i. Clear prospect of a substantial increase in the usefulness 
of such facilities for national defense exists and such increase 
cannot be obtained by other practical means; or 


rf 


ii. Substantial loss of usefulness for national defense would 
probably result in the absence of such acquisition. 


g 2. Replacements will not be certified if they would have been 
e made, at or about the time made, regardless of the emergency. 


3. Land will not be certified unless its acquisition is directly 
related to the production, storage, transportation or protection of sup- 
plies necessary in the interest of the national defense. 


St me OG Ng 


e. Other considerations. In making such determination, guidance to 
the maximum extent will be obtained from the following additional con- 
siderations: 

1. assurance of fair opportunity for participation by small busi- 
ness; 
2. the promotion of competitive enterprise; 


| 3. the competence, performance record, if any, and other factors 

bearing upon the ability of the applicant to manage effectively the pro- 
posed expanded facilities; 

4. location of the facility with due regard to military security; 


5. the availability of manpower, housing, community facilities, 
transportation, and other elements of production; and 


6. methods of financing. 4 


Sec. 600.3 Procedures and responsibilities. 


a. Application form. Formal application filed after the effective date 
of this part shall conform to the standard form prescribed by the certifying 
authority, and shall be executed in the manner and by the person pre- 
scribed by the form. The standard form of application for a Necessity 
Certificate with accompanying instructions may be obtained from the 
National Security Resources Board, Washington 25, D. C., or from the 
Department of Commerce or any of its field offices. 


b. Filing of application. All applications for Necessity Certificates 
filed under the terms of this part shall be filed with the National Security 
Resources Board in Washington, D. C., and shall be deemed to be filed 
when received at that Board. If the application or its filing would involve 
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the disclosure of information which has a security classification, the appli- 
cant should check with the appropriate government agency with whom 
the applicant has classified contract relations for instruction or arrange- 
ments concerning the handling of such documents or data prior to the fil- 
ing of such application with the National Security Resources Board. 


ce. Time of filing application. 


1. Applications for Necessity Certificates for facilities upon 
which construction, reconstruction, erection or installation is begun, 
or which are acquired, after September 23, 1950, must be filed within 
six (6) months after the beginning of construction, reconstruction, 
erection or installation, or the date of acquisition of such facilities. 


2. Applications for Necessity Certificates for facilities upon 
which construction, reconstruction, erection or installation was begun 
or which were acquired on or before September 23, 1950, must be 
filed on or before March 23, 1951. 


d. Modification of filing requirements. The time and place for filing 
applications for Necessity Certificates may be changed by the certifying 
authority. Such change shall be effective upon publication in the Federal 
Register. 


e. Referral of application. Each application, after acknowledgement, 
will be referred to that agency or officer of the Government according to 
its respective assigned responsibilities pursuant to the Defense Production 
Act of 1950. 


f. Responsibilities of agencies and officers other than certifying 
authority. Delegate agencies and officers shall be responsible for making 
a report and recommendation for specific action to the certifying authority 
regarding each application. Such report and recommendation shall be 
based upon a thorough examination and investigation conducted by the 
delegate agency or officer or by other competent government agencies or 
officers. 


g. Action by the certifying authority. After consideration of rele- 
vant factors, including but not limited to the report and recommendation 
of the delegate agencies and officers, the certifying authority will make 
the appropriate decision regarding the application. 


h. Necessity Certificates. Upon issuance of a Necessity Certificate, 
it will be forwarded to the Commissioner of Internal Revenue and will con- 
stitute conclusive evidence of certification by the certifying authority that 
the facilities therein described are necessary in the interest of national 
defense to the extent certified. The certifying authority will not certify 
the accuracy of the cost of any facility or of any date relative to the con- 
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struction, reconstruction, erection, installation or acquisition thereof. Tt 
will be incumbent upon taxpayers electing to take the amortization deduc- 
tion to establish to the satisfaction of the Commisioner of Internal Revenue 


the identities of the facilities, the costs thereof and the dates relative 
thereto. 


i. Further description after certification. Where after the completion 
of a construction, reconstruction, erection, installation or acquisition of an 
emergency facility, the taxpayer finds that the description or cost of any 
facility appearing in the Necessity Certificate materially varies from the 
actual deseription or cost of the facility, a statement may be filed by the 
taxpayer with the certifying authority setting forth the correct descrip- 
tion or cost of the emergency facility actually constructed, reconstructed, 
erected, installed or acquired. A copy of the statement will be forwarded 
by the certifying authority to the Commissioner of Internal Revenue, pro- 
vided the description or cost in the opinion of the certifying authority is 
within the scope of the original certification, and when so forwarded, the 
statement will have the effect of an amendment of the original certificate. 


j. Cancellation or amendment of Necessity Certificate. The certify- 
ing authority may 


1. cancel any Necessity Certificate where it has been obtained by 
fraud or misrepresentation or has been issued through error or inad- 
vertence, or 


2. amend any Necessity Certificate for sufficient cause shown. 
See. 600.4 Exercise of powers of certifying authority. Any actions 
taken in exercise of the powers and authority vested in the Chairman of the 
National Security Resources Board by E. O. 10172, October 12, 1950 (15 F. R. 
6929) may be taken in the name of the National Security Resources Board, 
countersigned or attested by the Chairman’s authorized representative. 


See. 600.5 Amendment of this part. This part may be amended by the 
Chairman of the National Security Resources Board with the approval of the 
President. 


W. Srvarr Syrmrnorton, 
Chairman, National Security Resources Board. 


H. Dewayne Kreacer, 
Secretary, National Security Resources Board. 
Approved: 
Harry S, Truman, 
The White House. 
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APPENDIX C 


EDISON ELECTRIC INSTITUTE 


420 LEXINGTON AVENUE, NEW YORK 17 


January 8, 1951 


AMORTIZATION OF EMERGENCY FACILITIES 
WITH RESPECT TO ELECTRIC UTILITIES 


The current national crisis has focused the attention of industry and gov- 
ernment on the urgent necessity of expanding our productive capacities to the 
maximum extent possible. It should be remembered that shortly before we 
entered World War II, the industrial machine was running at approximately 
two-thirds capacity and, consequently, a substantial amount of slack was avail- 
able for the defense program. Today the situation is completely different. 
Even before the events in Korea our industrial machine was running at close 
to 100% of capacity and hence the need for additional defense facilities is greater 
now then ever before. 


In order to expedite the building of defense facilities by the use of private 
funds, Congress in the last war gave the private investor the added induce- 
ment and security he required by permitting such investment to be amortized 
for tax purposes in five years. Generally, where certificates of necessity were 
granted, 100% of the facilities were subject to amortization. Congress intended 
that the investor should be given a special inducement to invest his money 
under war conditions, thereby precluding the necessity for investment of gov- 
ernment funds. 


Present Law and Regulations 


Congress has now re-enacted a law designed to give the same financial 
inducements to the expansion of defense facilities. The present legislative 
authority for issuing certificates of necessity and permitting the deduction 
of amortization is embodied in Section 216 of the Revenue Act of 1950 which 
adds Section 124A to the Internal Revenue Code. Section 124A (e) (1) 
specifies that the amount of the emergency facility subject to amortization 
shall be determined by a certifying authority designated by the President, in 
such amount as the certifying authority deems necessary in the interest of 
national defense during the emergency period ‘‘and only such portion of such 
amount as such authority has certified as attributable to defense purposes.’’ 
This section also states that the certification shall be under such regulations 
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as may be prescribed from time to time by such certifying authority with the 
approval of the President. 


Under Section 124A the Chairman of the National Security Resources 
Board was designated by the President as the certifying authority and, on 
October 27th, issued regulations governing the issuance of certificates of neces- 
sity. These regulations state that the following criteria will be taken into 
consideration in determining whether or not a certificate of necessity will be 
issued: 


a. The necessity for the facility in whole or in part in the interest of 
national defense during the emergency period; 


b. The shortage of facilities for the production of materials or services 
required for the national defense; 


ce. The probable economic usefulness of the facility after five years; 
d. Assurance of fair opportunity for participation of small business; 
e. The promotion of competitive enterprise; 


f. The competence, performance record, if any, and other factors bear- 
ing upon the ability of the applicant to manage effectively the proposed 
expanded facilities; 


g. Location of the facility with due regard to military security; 


h. The availability of manpower, housing, community facilities, trans- 
portation, and other elements of production; 


i. Methods of financing. 


Effect of Present Regulation on Electric Utilities 


In operating under the law and regulations as now constituted, electric 
utilities may find themselves at a disadvantage by comparison with manu- 
facturing corporations because their end product, electric energy, is used 
irrespective of the state of national emergency. It is possible, however, to 
narrow the problem by reviewing the types of electric plant which might be 
subject to amortization. At one end of the scale, a utility may be called upon 
to install a facility which is clearly related to the national emergency and of 
no probable economic usefulness after that period has passed. Such a facility 
may be illustrated by an electric distribution line extended to a temporary 
army camp. In a simple case of this kind there should be no difficulty in 
working under the existing regulations. At the other end of the scale, would 
be electric generating stations which were planned and in some cases partially 
constructed by the time the present emergency developed, In between these 
two extremes are all shades of gray. 
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So long as the demand for electric energy is increasing at the present 


rate, there would appear to be no problem of demonstrating that current con- 
struction is required to forestall a potential shortage. Likewise, the conversion 
of industry to defense production should make it relatively easy to demonstrate 
that the installation is required in the interest of national defense. In proper 
cases, the other requirements of the regulations can be complied with except 
perhaps the requirement as to probable economic usefulness for other than 
defense purposes after five years. 


As the regulations now stand, they include no definition of the term ‘‘eco- 


nomic usefulness.’” The vagueness of this phrase could result in misunder- 
standings which would defeat the purposes of the act as applied to public 
utilities. It is evident from the legislative record, excerpts of which are set 
forth at the close of this memorandum, that this requirement was not con- 
templated at the time of passage of the Act and it serves to divert attention 
from the main purpose of determining the facilities attributable to defense 
production. 


Points to Consider in Certifying Electric Facilities 


Some of the major points that deserve consideration in determining 


whether or not an electric facility should be certified for accelerated amorti- 
zation are discussed below. 


Many of the points relate to impairment of economic usefulness after the 


emergency period. A summation of these points of economic impairment does 
not constitute a limitation of the proportion of the facility to be certified. Eco- 
nomie usefulness constitutes merely one factor among others to be given con- 
sideration in determining certification. Equity financing during the emergency 
period and other factors may eall for more liberal consideration in certification 
than would be indicated by loss of economie usefulness viewed as an isolated 
factor. 


Necessity for Facilities 


1. The electric utility industry is unique as a defense industry in that 
power facilities are joint facilities for both defense and non-defense pro- 
duction and it is therefore difficult to draw the line where defense uses 
begin and end. 


2. The general contribution of electric utilities to defense mobiliza- 
tion is evident by comparing pre-Korean and present construction 
schedules. Since the Korean crisis began in June 1950, electric utilities 
have stepped up substantially their construction programs for the period 
1950-54. 


3. One case for granting such certificates is where newly built genera- 
tion, transmission, substation or distribution facilities are used for 
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| a. Military or naval or air corps establishments (e.g. training 
camps, naval bases, air fields) 


b. Newly built factories, or newly installed equipment which is 
used exclusively for government contracts (e.g. powder plants, ord- 
nance works, airplane factories) 


e. Existing industrial plants which are converted 100% to govern- 
ment contract production. 


4. Another case consists of recently installed facilities which are 
partly converted to defense uses by reason of serving industrial or com- 
mercial enterprises which undertake government contracts, either as prime 
contractors or subcontractors, in varying proportions. In general it might 
be deemed reasonable to use as a yardstick that percentage of the electric 
utility customer’s total output which is for government account, directly 
or indirectly (e.g. as subcontractor). 


5. Facilities that serve the civilian load that goes with a defense proj- 
ect should be included under the amortization provisions. More specifi- 
cally, if a defense project involves a new or reactivated community, housing 
development or village, it is obvious that the electric facilities are as 
necessary as the defense project itself and are subject to the same uncer- 
tainties after the emergency is over. 


Economic Usefulness 


6. The economic usefulness after the emergency period is ended of 
generating capacity installed because of the defense effort will be deter- 
mined by the load growth of the utility after the emergency. With no 
or much reduced rate of load growth, the generating capacity installed 
for defense purposes may be useless. Even with load growth, a substantial 
part of the capacity’s usefulness to the utility will be lost. This loss 
results from the unproductiveness of the capacity during the period from 
the termination of the defense work to the absorption of the capacity 
by civilian load growth. 


7. Immediate urgency for supply of rapidly expanding defense 
requirements will sometimes force adoption of short-term construction 
expedients at variance with a sound long-term expansion program. 
Examples of this are construction of steam plants instead of more slowly 
constructed hydro plants, duplication of earlier designs to save the time 
required for new designs, quickly installed small hydro plants instead of 
larger plants with longer construction periods, substitution of new gen- 
eration for long term purchase from other systems. Any such short term 
expedients may involve substantial continuing economic loss throughout 
the entire service life of the facilities installed. 
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8. Generating capacity is most useful during the early part of its 
service life. It is then used to the greatest possible extent because it is 
most efficient and least obsolete. For this reason, the economic usefulness 
of capacity installed to serve defense industries will be more than pro- 
portionately exhausted during the emergency period. The economic 
usefulness remaining at the end of the emergency will be less than that 
indicated by its remaining life measured in years. 


9. In building new generation facilities to handle defense loads, elec- 
tric utilities may frequently use duplicates of recently constructed units 
in order to save time or critical materials and thus sacrifice somewhat on 
engineering efficiency. This means that at the end of the amortization 
period such generation facilities have a higher degree of obsolescence 
than would normally be the case. 


10. Similarly, in the construction of transmission facilities to take 
on new or additional defense loads, the supporting structure may be of 
wood or plain steel rather than galvanized steel in order to save critical 
materials, or other substitute materials may be used and this in turn 
diminishes useful life: Also the use of substandard materials results in 
increased maintenance after the initial years of operation and may thereby 
burden a company with undue maintenance expense or replacement in a 
peace-time period when economy of operation is paramount. 


11. Defense loads have uncertain duration. Capital expenditures to 
serve such loads tend to resemble investments to serve temporary short- 
term or seasonal loads. Fairness to other customers and to investors 
requires that the costs of such service should not be shifted to regular 
customers, nor to equity investors. Otherwise, a barrier to additional 
investment and added capital cost may be created. Accelerated amorti- 
zation will assure the investor, through tax offsets,.that he will not be 
unfairly burdened, especially where defense loads are served at regular 
rates based on normal depreciation charges. 


12. Excessive construction costs of plant built under emergency con- 
ditions impose a continuing burden on a utility. These excessive costs 
result not only from the inflation which normally accompanies a war 
economy but also from shortages of materials and the necessity for unusual 
speed in construction to meet urgent demands, and to incorporate special 
plant protection facilities in new and existing plants. 


13. Postwar developments by equipment manufacturers are only 
beginning to represent important advances in the art of generation and 
distribution. Premature installation of capacity now for defense purposes 
rather than for normal load growth after the emergency, sacrifices the 
advantages of many of these advances because they will not be generally 
available during the emergency period. 





' 
' 
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14. A post-emergency slump would leave the utility industry over- 
built and carrying heavy capital and other fixed charges. In this con- 
nection it should be noted that utilities in certain parts of the country 
have expanded their plant account twice and even three times since the 
end of the last war and their rate of expansion is still at an extraordinary 
rate primarily because of defense and allied activities. While there was 
no material slump at the end of World War I, it may be different after 
this emergency. 


Location of Facilities 


15. The location of a new power plant to supply a defense load should 
be carefully analyzed with respect to the location of the same power plant 
to supply the systems normal civilian load centers. The necessities of 
emergency construction, the location of defense industries and the vulner- 
ability to enemy attack may all require the location of a generating facility 
at a point which is not well situated in relation to normal peace-time load 
growth. Under these circumstances, the usefulness, efficiency or economy, 
and the potentialities of the plant as a part of the basic generating capacity 
of a utility in peace-time are diminished. The utility may be burdened 
with extra costs for plant protection or with operating costs or transmission 
and distribution losses which would not otherwise be necessary. 


Legislative Record 


Senator Johnson of Colorado, as reported in the Congressional Record of 
December 20, 1950, in an effort to clarify the Congressional intent of Section 
124A of the Internal Revenue Code, and to remove the question of economic 
usefulness as a criterion for certification, introduced an amendment which 
would have eliminated from Section 124A, the words which were believed to 
be the basis for the economic usefulness concept and which had not appeared 
in the 1940 law. This amendment, while passed by the Senate, was rejected 
in the conference between the House and Senate conferees prior to final passage 
of the Excess Profits Tax Act because of the limited time available to explore 
the problem. In proposing the amendment, Senator Johnson explained the 
necessity for it as follows: 


‘‘In the committee’s consideration of this provision, the suggestion 
was made that the amount of the facility subject to amortization should 
perhaps be reduced by that portion of the facility representing its probable 
economic usefulness after 5 years. This proposal was rejected and no 
such basis for reduction was recognized by the bill as finally enacted. 


‘‘Since the enactment of the 1950 law, regulations have been promul- 
gated by the certifying authority adopting the very provision which the 
Congress rejected. Apparently, support for this action was believed to 
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be found in a clause of the amortization provisions authorizing the inclu- 
sion in the amortizable basis of a facility of only such portion of the cost 
as the certifying authority certifies as attributable to defense purposes. 
Actually, this clause was intended to serve an entirely different purpose, 
namely, to make express provision for partial amortization of facilities 
used simultaneously for defense purposes in part, and for non-defense 
purposes in part. 


‘“*It is the purpose of the amendment to overrule this erroneous admin- 
istrative construction of the amortization provision. It is accomplished 
by repealing the clause in the act on which the administrative action was 
supposed to have been based. It is not believed that this clause is neces- 
sary for the purposes which it was originally intended to serve, and its 
deletion from the law will prevent the future reduction of the amortizable 
basis of facilities on grounds which the Congress did not contemplate.” 


Representative Doughton of North Carolina, in a statement regarding 


the Conference Report on the Excess Profits Tax Act of 1950 as reported in 
Congressional Record of January 1, 1951, said: 


‘‘Though sympathetic with the principle of the Senate amendment 
relating to the amortization allowance for defense facilities, the House 
conferees could not accept the amendment because of the limited time 
available to explore the problem. The House conferees also had in mind 
that administration of the amortization section is in its early stages and 
that the officials in charge should be given an opportunity to conform their 
policy to the intent of the Congress to encourage the investment of private 
capital in war plants. 


“Tf the problem is not solved administratively at an early date, I 
personally, will ask the Ways and Means Committee to review the situ- 
ation and to initiate appropriate remedial legislation. Any such legislation 
should apply retroactively, so that applicants who begin construction on 
the basis of certificates of necessity currently being issued will not be 
prejudiced.”’ 


The Committee acknowledges with thanks the valuable assistance of 


Messrs J. W. Balet, J. E. Moore, and D. B. Vail. 


AMORTIZATION OF Emercency Faciuitimes CoMMITTEE 


Harotp H. Scarr—Chairman 
B. S. Ropey, Jr. 

A. G. MrrcHe.. 

R. P. KarssHaerer 

E. W. Morenovse 

H. S. Kine 
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PORTLAND GENERAL ELEcTRICc Co., 
Portland, Oreg., June 21, 1957. 
Hon. Josery ©, O’MAHONEY, 
Subcommittee on Antitrust and Monopoly of the Committee on the Judici- 
ary, United States Senate, Washington, D.C. 


My Dear SENATOR O’MAHONEY: My attention has been called to a portion of 
the testimony of Mr. Gus Norwood before the Subcommittee on Antitrust and 
Monopoly of the Committee on the Judiciary of the United States Senate on 
May 17, 1957. Mr. Norwood’s testimony, insofar as it relates to this company, 
reads as follows: 

“So public power is under a terrific pressure for this kind of a company 
armed with this special tax-free money. This is a terrific club which the com- 
pany can wield against us and has wielded against us. 

“We also felt that the Portland General Electric Co. in buying out the Sandy 
Cooperative, it was called Sandy Co-op, at a cost of a little over $1 million, 
again approximaing the annual benefit which PGE was getting from accelerated 
amortization; so this whole thing puts a tremendous financial club in the 
hands of these companies which they have not used in the public interest, 
and have not necessarily used in the interest of their stockholders.” 

On behalf of this company, I should like to correct Mr. Norwood’s testimony, 
both as to facts and as to his implications and conclusions. This company did 
acquire the assets of the Sandy Electric Co-op last year, for a consideration of 
$1,013,838, and as a direct result of the membership’s own initiative. The cir- 
cumstances leading up to the sale are treated in detail in a later portion of this 
letter ; so it is sufficient to state at this point only that Portland General Electric 
Co. was a willing, but not an anxious, purchaser—and that its offer was made 
in response to formal inquiries of the cooperative’s elected representatives. 
Our offer was approved by a 571 to 99 vote of the membership on April 25, 1956. 

We take exception to Mr. Norwood’s statement insofar as it infers that 
his company has used accelerated amortization as a financial club, adverse to 
public interest, and not necessarily inthe interest of our stockholders. We 
think that in the case of this company’s acquisition of the Sandy Co-op’s assets, 
the exact opposite is true; and we give you herewith a brief rundown of the 
events leading up to this acquisition in the belief that this information will 
be of interest to your committee. 

The Sandy Co-op was organized in 1940 to serve a rural area in north- 
western Oregon situated generally east of and more or less contiguous to the 
service area of this company. Part of the area served by the co-op extended up 
the westerly slope of Mount Hood, and generally the area was mountainous 
and heavily forested—which during stormy weather frequently resulted in 
electric outages caused by falling trees. Also the area served was sparsely 
populated. Because of these factors, and despite the low interest rate charged 
by the United States, the co-op management was unable to maintain as good 
service as was desired by its members and of necessity had to charge substan- 
tially higher rates (about double) than this company in order to meet its op- 
eratin expenses and commitments. During the intervening years the relations 
between this company and the Sandy Co-op were entirely amicable. As a matter 
of fact, this company “wheeled” Bonneville power to the co-op for its account. 
Any public relations problems that the co-op directors may have had, we believe, 
stemmed entirely from dissatisfaction of the members over the quality of serv- 
ice and the rates. And from our point of view, we believe the co-op manage- 
ment did the best it could under the somewhat adverse circumstances. 

However, some few years ago, a substantial number of the co-op members ap- 
plied to this company for electric service. Since the co-op is not a public utility 
within the meaning of Oregon laws, this company as a public utility was obliged, 
sooner or later, under its extension policies filed with the State, to accept these 
applications for service. We refrained from doing so because we recognized 
that the loss of 100—possibly 200 or more—customers could render the Sandy 
Co-op insolvent; or, as a minimum, mean a substantial increase in rates to 
the remaining members of the co-op. We thought that such an action, even 
though entirely legal, would in fact make it possible for Mr. Norwood, or some- 
one else, to charge us with monopolistic practices, etc., and with being unfair 
and unkind to a small co-op. It would also have been contrary to our long- 
established policy of working harmoniously with all elements having to do 
with the generation and distribution of power in this Pacific Northwest area ; 
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i. e., private utilities, local public agencies and cooperatives, and the agencies 
of the Federal Government such as the Booneville Power Administration. 

The truth is that the decision of the Sandy membership to sell was entirely 
one of its own making, and an example of the democratic processes that worked 
within the membership of the co-op. Proposals for selling the co-op system as 
a means of obtaining lower rates were discussed by the members at their annual 
membership meeting in August 1955. Subsequently, a delegation of members 
attended a board meeting and requested a public meeting of the members to 
discuss the method of selling the cooperative. In January of 1956, at a member- 
ship meeting, the members voted 449 to 204 to offer their property for sale, and 
the board was instructed to approach such possible purchasers as the Consumers 
Power, Inc., an REA cooperative with headquarters at Corvallis, Oreg.; the 
West Oregon Electric Cooperative of Vernonia, Oreg.; this company ; and Pacific 
Power & Light Co, Pursuant to these overtures, this company indicated that 
it was a willing, but not an anxious, buyer, and made a formal offer of $1,007,300 
for the properties, plus the cost of net additions up to the closing date. As I 
recall it, the offer to purchase by this company was to have been voted upon on 
or about April 9, 1956; but prior to that date the directors of the Sandy Co-op, 
who were somewhat reluctant to sell, secured an offer from the Consumers 
Power, Inc., which offer reputedly was in the amount of $1,010,000. With mini- 
mum notice this offer was substituted for that of this company. However, on 
April 9 the membership rejected the Consumers Power offer by a vote of 444 
to 209. (Consumers Power, Inc., incidentally, with headquarters in Corvallis, 
Oreg., as mentioned previously, is an REA co-op whose service area is at least 
60 to 75 miles distant from that of the Sandy Co-op.) Thereafter, the member- 
ship reiterated its demand to be permitted to vote upon the proposal of this 
company, which vote was taken—as earlier stated—on April 25, 1956, and was 
571 to 99 in favor of the sale. 

Since acquiring the properties, this company has invested substantial sums 
in new facilities, substations, new transmission line connections, etc., and has 
given all former members of the Sandy Co-op the benefits of its systemwide 
rates which are generally about 45 percent below the former prevailing rates of 
the Sandy Co-op. 

Before closing, the record should be set straight with respect to Mr. Norwood’s 
statement quoted earlier, and with particular reference to the benefits to this 
company from accelerated amortization approximating the $1 million cost of the 
Sandy Co-op assets. This is erroneous. The fact is that the temporary cash 
saving arising from the provision for deferred Federal income taxes was only 
some $365,000 in the year 1956. Furthermore, even this amount was not neces- 
sarily allocated to the purchase of the Sandy Co-op assets. The facts are that 
this company expended $18,516,000 in 1956 for expansion of facilities, primarily 
by construction, but which included the cost of the Sandy Co-op assets. The 
bulk of the funds raised to meet such expenditures came from the sale of approxi- 
mately $14,500,000 principal amount of first mortgage bonds and short-term bank 
notes on a net basis after taking care of bond sinking funds. The remainder of 
the funds came from the provision for depreciation and retained earnings, plus 
the $365,000 provision for deferred Federal income taxes mentioned, which 
manifestly represented only about 2 percent of the total funds obtained for 
expansion. 

In conclusion, we are therefore happy to inform you that these former co-op 
members, who are for the most part rural and domestic customers, are progres- 
sively increasing their use of electricity with the improved service and lower 
rates, which is exactly what a good public utility—such as we believe this com- 
pany to be—should do for its customers. Contrary to Mr. Norwood’s conclusion, 
we think this is in the public interest and it is exactly in line with the basic 
intent of most congressional legislation dealing with the subject of electric 
power. 

Respectively yours, 


THos. W. DELZELL. 
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UNITED STATES COURT OF APPEALS FOR THE DISTRICT OF 
COLUMBIA CIRCUIT 


Nos. 12,988 and 13,160 
NATIONAL HELLS CANYON ASSOCIATION, INC., ET AL., PETITIONERS 
v. 
FEDERAL POWER COMMISSION, RESPONDENT 
IDAHO POWER COMPANY, INTERVENOR 
On review of orders of the Federal Power Commission 
Decided October 9, 1956 


Mrs. Evelyn N, Cooper, and Mr. Lucien Hilmer for petitioners. 

Mr. John C. Mason, Assistant General Counsel, Federal Power Commission, 
with whom Messrs. Willard W. Gatchell, General Counsel, Federal Power Com- 
mission, and Joseph B. Hobbs, Attorney, Federal Power Commission, were on the 
brief, for respondent. 

Mr. R. P. Parry, with whom Messrs. Clifford E. Fir and A. C. Inman were on 
the brief, for intervenor. 


Before Wi_sur K. MILLER, WASHINGTON and DANAHER, Circuit Judges 


Wilbur K. Miller, Circuit Judge: These petitions for review, which were con- 
solidated for hearing and decision, attack two orders of the Federal Power Com- 
mission. The first and more important of the orders,’ issued August 4, 1955, 
granted to Idaho Power Company a license to construct, maintain and operate 
on the Hells Canyon reach of the Snake River in Idaho and Oregon, which 
extends approximately 100 miles downstream from Weiser, Idaho, three water 
power developments known as Brownlee, Oxbow and low Hells Canyon. 

The petitioners for review are eight Public Utility Districts of certain coun- 
ties in Washington, the National Rural Electric Cooperative Association and 
National Hells Canyon Association, Inc. They were not themselves applicants 
for the license but intervened in the proceeding before the Commission and 
opposed the grant to Idaho Power Company® on the ground that it was the 
duty of the Commission under § 7 (b) of the Federal Power Act to decide that 
the United States itself should undertake the development and to recommend 
that Congress provide for governmental construction of a single high dam in 
Helis Canyon, such as had been suggested several years before by the Army Corps 
of Engineers and by the Reclamation Bureau of the Department of the Interior: 
and on the further ground that the three-dam plan proposed by Idaho Power 
was not, within the meaning of § 10 (a)of the Act, “best adapted to a compre- 
hensive plan” for developing the water resources of the Hells Canyon reach for 
public purposes. 

Having failed to persuade the Federal Power Commission to adopt their views, 
the petitioners ask us to set aside the grant to Idaho Power Company because, 
as they say, the Commission arbitrarily violated § 7 (b) of the Federal Power 
Act ‘ by failing and refusing (a) to conclude that the development of the water 





!The second order, issued November 3, 1955,-merely approved revised exhibits showing 
the basic project designs for the three-dam proposal, which were filed by the Power Com- 
pany pursuant to a requirement of the licensing order. Our ruling on the licensing order 
will govern this one also. 

2The latter was organized in 1953 by certain farm and labor organizations, public 
power associations and rural electric cooperatives, for the purpose of opposing Idaho 
Power’s application and advocating federal development instead. 

*The State of Washington intervened and actively opposed the recommendation of a 
governmental high dam. 

*Section 7 (b) of the Act—41 Stat. 1067, as amended, 49 Stat. 842, 16 U. S. C. § 800 
(b)—is as follows: 

“(b) Whenever, in the judgment of the Commission, the development of any water 
resources for public purposes should be undertaken by the United States itself, the Com- 
mission shall not approve any applications for any project affecting such development, 
but shall cause to be made such examinations, surveys, reports, plans and estimates of 
the cost of the proposed development as it may find necessary, and shall submit its find- 
ings to Congress with such recommendations as it may find appropriate concerning such 
development.” 
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resources involved should be undertaken by the United States, and (b) to “cause 
to be made such examinations, surveys, reports, plans, and estimates of the cost 
of the proposed development as it may find necessary,” and to “submit its findings 
to Congress with such recommendations as it may find appropriate concerning 
such development”. The petitioners contend not only that the Commission had 
no choice but to decide for federal development, but also that it was bound to 
recommend that it be accomplished by the construction of the one high dam 
which had been suggested by the other two federal agencies. Had the Commis- 
sion’s judgment been that the Government should undertake the development 
as the petitioners say it should have been—it would have been required by 
§ 7 (b) to withhold approval of Idaho Power's applications for at least two 
years. Federal Power Act, § 4 (a). 

Petitioners further assail the grant to Idaho Power on the ground that in 
making it the Commission arbitrarily violated § 10 (a) of the Act ° in finding the 
applicant's three-dam proposal to be “best adapted to a comprehensive plan” for 
developing the water resources of the Hells Canyon reach for public purposes. 
The suggested federal high dam is “best adapted,” they say, for those purposes. 

We observe that the admonitions to the Commission contained in § 7 (b) 
become effective only when “in the judgment of the Commission” the develop- 
ment should be undertaken by the Government. In like manner, § 10 (a) pro- 
vides that any license issued shall be on condition that the project adopted shall 
be such as “in the judgment of the Commission” will be best adapted to a com- 
prehensive plan for developing the water resources for beneficial public uses. 
The recurrence of the quoted phrase emphasizes the broad discretion as to these 
technical matters which Congress has committed to the Commission. ‘Judgment 
upon these conflicting engineering and economic issues is precisely that which 
the Commission exists to determine,” said the Supreme Court in the Roanoke 
Rapids case,’ “so long as it cannot be said ... that the judgment which it 
exercised had no basis in evidence and so was devoid of reason.” 

Accordingly, our review of the Commission’s orders in these cases is quite 
limited in scope. When we have determined whether the agency violated con- 
stitutional or statutory provisions, and whether its decision had a substantial 
basis in the evidence considered in its entirety, we are done. 

Although Idaho Power Company was the only applicant for a license to de- 
velop the water resources of the Hells Canyon reach, the Commission conducted 
what was in effect an adversary hearing for the purpcse of comparing the 
privately proposed three-dam plan with the single high dam installation which 
had been suggested. The hearing lasted a year or more. Many experts testi- 
fied as to the engineering and economic aspects of the two plans and a great 
mass of proof was received. A comprehensive, carefully considered proposed 
decision was filed by the presiding examiner, after which the Commission handed 
down a lengthy opinion which contained more than fifty greatly detailed find- 
ings of fact upon which the ultimate decision to grant the license was based. 

The Commission found that the three dams—Brownlee, Oxbow and low Hells 
Canyon—will develop the 602 feet of head in the Snake River's Hells Canyon 
reach. Brownlee will have a maximum head of 277 feet, usable storage of 
1,000,000 acre-feet, and an initial installation of 360,400 kilowatts with pro- 
vision for an additional 180,200 kilowatts. Oxbow will have a head of 117 
feet, usable pondage of 6,200 acre-feet, and an initial installation of 151,000 
kilowatts with provision for an additional 75,500 kilowatts. Low Hells Canyon 
will have a head of 208 feet, usable pondage of 11,200 acre-feet, and an initial 
installation of 272,000 kilowatts with provision for an additional 136,000 kilo- 
watts. 

The high concrete arch dam suggested for federal construction also would 
develop the 602 feet of head. There would be eight 100,000-kilowatt generating 
units initially with provision for one additional 100,000-kilowatt generating 
unit, a total storage capacity of 4,400,000 acre-feet of which 3,880,000 acre- 
feet would be active storage, a spillway with a capacity of 300,000 cubic feet 








®Section 10 (a) of the Act—41 Stat. 1068, as amended, 49 Stat. 842, 16 U. S. C. 
§ 803 (a)—provides: 

“(a) That the project adopted. including the maps, plans, and specifications, shall 
be such as in the judgment of the Commission will be best adapted to a comprehensive plan 
for improving or developing a waterway or waterways for the use or benefit of interstate 
or foreign commerce, for the improvement and utilization of water-power development, 
and for other beneficial public uses, including recreational purposes; and if necessary in 
order to secure such plan the Commission shall have authority to require the modification 
of any project and of the plans and specifications of the project works before approval.” 

* Chapman vy. Federal Power Commission, 345 U. 8. 153, 171 (1953). 
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per second, and an operating head at the power plant varying from a maximum 
head of 602 feet to a design head of 475 feet and thence to a minimum head of 
313 feet. 

The Commission received evidence as to the cost of both plans. Estimates 
of the cost of such large installations are of course elaborate and complicated. 
It is sufficient for present purposes to summarize by saying the three-dam de- 
velopment will probably cost about $175,000,000, while the high dam suggestion 
would probably run to something more than twice that sum. 

In order to decide, as required by §7 (b), whether, in its judgment, the de- 
velopment should be undertaken by the United States, the Commission com- 
pared the evidence as to the public purposes which would be achieved by the 
three-dam installation privately proposed and by the suggested federal high 
dam advocated by the petitioners. It concluded that “the public purposes such 
as flood control, navigation and recreation could be effectuated to about the 
same extent under either plan of development.” This left for consideration and 
comparison the production of power. 

The Commission regarded it as essential, in deciding between the two plans 
as to power production, to compare the economics of the proposals, since power 
benefits constitute about 85 percent of the total benefits to be derived under 
either plan. It therefore made the comparison, discussed it at some length in 
its opinion, and reached this conclusion : 

“After full consideration of the comparative economics of the power features 
of the one-dam and the three-dam plans as presented by the evidence of record 
an? as analyzed in the several briefs filed herein we conclude that, assuming 
financing, construction and operation of both plans by the same entity, the ratio 
of power benefits to power costs of the three-dam plan is greater than that for 
the one-dam plan, and although the high Hells Canyon Project would produce 
a greater amount of power than the three-dam plan, the additional amount of 
power that could be produced by the high Hells Canyon Project would have a 
benefit-cost ratio of about one to one. Consequently the power features of the 
one-dam plan have no clear economic advantage over those of the three-dam 
plan.” 

It is contended the Commission erred in comparing, for §7 (b) purposes, the 
two plans as though they were to be undertaken by the same entity. It is 
insisted that the two proposals should be compared on the basis of private 
construction of the three-dam installation and federal construction of the one 
high dam, from which it would follow that the power from the latter could be 
marketed at a much lower cost due to the Government’s superior credit and 
its freedom from taxation. If this were the criterion under §7 (b), federal 
development would invariably be preferable and the Commission's authority to 
issue licenses to private applicants could never be exercised without first rec- 
ommending the proposals for federal construction and waiting for two years to 
see whether Congress would authorize the work. This would seem contrary to 
legislative intent, as §7 (b) requires the Commission to recommend federal 
development only when “in the judgment of the Commission” the work should 
be undertaken by the United States itself. The italicized phrase is read out of 
the statute if the Commission must recommend every development for federal 
construction simply because the United States has better credit than any pri- 
vate applicant and is free from taxation. 

Finally, the Commission’s opinion announced that “it is our judgment that 
the United States itself should not undertake the development of the water 
resources of the Hells Canyon reach of the Snake River for public purposes.” 
From the foregoing, it appears the judgment was reached by comparing the 
physical aspects and results of the two plans, with reliance also on economic 
features. 

Another consideration influenced the decision of the Commission: the likeli- 
hood that federal development would be authorized in the foreseeable futuré. 
“Particularly relevant in this regard,” said the Supreme Court in the Roanoke 
Rapids case,’ “is the estimate that public development at this site would not 
in the normal course be undertaken for many years.” 

That this was the case was apparent to the Commission from the legislative 
history of the suggested federal high dam. In February, 1950, the Army and 
the Interior Department submitted to Congress their suggestions for federal 
development of water resources in the Columbia and its tributaries, including 


7 Chapman v. Federal Power Commission, 345 U.S. at 169. 
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the Hells Canyon high dam on the Snake River. The suggestions were in such 
great detail as to fill ten volumes, and included financial studies, maps, plans 
and drawings. Following these filings, several bills to authorize Hells Canyon 
and other projects were introduced in the Slst Congress. During debate in 
April, 1950, amendments to authorize a federal dam at Hells Canyon alone and 
in combination with other projects, were tabled. In the 82nd, 83rd and 84th 
Congresses the high dam proposal was pressed upon Congress but met a similar 
fate. Although the legislators have been aware of the fact that Idaho Power 
Company had applied to the Commission for a license to develop the Hells 
Canyon water resources, they have consistently refused to approve, adopt or 
authorize federal construction of the suggested high dam or any other projects, 
and so have not preempted the Hells Canyon reach of the river for govern- 
mental development.” 

The thoughtful comments of the trial examiner on this subject seem 
particularly apt: 

“Some of the interveners in this matter seemingly have the idea that all that 
would be needed to assure the authorization and appropriation for the High 
Dam Project by Congress would be for the Commission to reject the applications 
herein in their entirety and take appropriate action under Section 7 (b). While 
the Congress might be expected to give consideration to such a recommendation, 
it is doubtful in the circumstances—where Congress has been giving consideration 
to development of the Middle Snake River for a number of years—that any 
expression by this Commission on the subject would have any appreciable 
effect. 

“T conclude that, on the basis of facts before me, including the legislative 
history of the various Hells Canyon bills which have been heretofore presented 
to the Congress without success, the likelihood of the authorization of and 
appropriation for an undertaking of the size involved in the High Dam Project 
is so remote as to make a recommendation to Congress under Section 7 (b) that 
such a dam be undertaken by the United States a completely useless action. 
Such action, which in these circumstances could not be expected to produce more 
results than any of the bills which have been introduced and sponsored in the 
past by the Secretary of the Interior and various energetic legislators, would 
serve only to freeze the Middle Snake River for hydroelectric development for 
an indeterminate period in the future. Just as the Examiner and Commission 
in the Roanoke Rapids case were convinced of the need to harness the waters of 
the Roanoke River at earliest practicable date, I am convinced that the non- 
utilization of water resources could be in some circumstances just at short- 
sighted as less than maximum development. Keeping the consumer in mind— 
if the denial of all of the applications herein would have only the practical result 
of driving the Idaho Power Company to a steam-electric program at a much 
higher cost and with resultant increases in rates for power—I am doubtful that 
such action would be in the public interest. Only if such denial were to pave the 
way for lower cost power for those consumers would I believe such a denial 
would be in the public interest. I do not feel that it would be in the public interest 
for the Commission to take any steps the practical effect of which would be to 
delay indefinitely the use of these waters for power purposes and for the other 
purposes that would be served by the development of the water resources.” 

In sum, the Commission concluded that neither plan was more comprehensive 
than the other in the public purposes to be served; and that the fact that the 
single high dam would produce these public benefits in somewhat greater quantity 
than would the private proposal did not justify the formation of a judgment that 
the United States should undertake the former, in view of its greater cost and 
the improbability of its early authorization. Thus the Commission chose between 
a $400,000,000-plan, which nobody was offering to undertake, and another com- 
prehensive development for which private capital in the sum of $175,000,000 is 
immediately available, so construction can begin at once. In fact it is probable 
that construction has already begun, as the Supreme Court within recent weeks 
denied our petitioners’ application for a stay pending judicial review. 


* Section 14 of the Federal Power Act, 16 U. S. C. § 807, protects the public interest, in 
case Congress hereafter decides it is desirable for the Government to own and operate 
Idaho Power's installations, by providing 

“. . . That the right of the United States . . . to take over, maintain, and operate 
any project licensed under this Act at any time by condemnation proceedings upon 
payment of just compensation is hereby expressly reserved.” 
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In the circumstances which appear here, we think it appropriate to adopt the 
language of the Supreme Court in the Roanoke Rapids case: ° 

“* * * [We do not find merit in the contention that the Commission was 
required by § 7 (b) of the Federal Power Act to recommend public construction 
of the project. * * * Petitioners in effect ask us to tell the Commission what 
it thought—to say to the Commission that it was its judgment that [Hells 
Canyon] * * * should be built by the Government. * * * Primary responsi- 
bility for the enforcement of the provisions of § 7 (b) must remain with the 
Commission; we cannot infer a judgment of the Commission that it never ex- 
pressed and now specifically disavows.” 

Having decided not to recommend Government construction of the expensive 
high dam, the Commission carefully considered the Idaho Power three-dam 
proposal and found as a fact that, within the meaning of §10 (a), it “is best 
adapted to a comprehensive plan for improving or developing a waterway .. . 
for the use or benefit of interstate or foreign commerce, for the improvement 
and utilization of water-power development, and for other beneficial public uses, 
including recreational purposes.” This finding is attacked by the petitioners, as 
we have said. Though the Commission, under §7 (b), had rejected the sug- 
gested Federal high dam, they insist it should be considered under § 10 (a) as 
“best adapted to a comprehensive plan” etc. They say, “The Commission unlaw- 
fully disregards the Main Control Plan of the Federal comprehensive plan as 
the standard of judgment under § 10 (a).” Thus they seem to regard the high 
dam suggestion as a federally adopted comprehensive plan which binds the 
Commission to hold it is “best adapted” for the purposes of § 10 (a), although 
as we have seen it has not been authorized, adopted or even approved by Congress 
after more than six years of consideration. 

The petitioners speak of the statutory word “comprehensive” as being a super- 
lative and argue that the high dam suggestion must be considered the “compre- 
hensive” plan because it would produce public benefits in greater measure albeit 
at tremendously greater cost. The word “comprehensive” is not superlative in 
significance. We have already seen that the three-dam proposal and the single 
high dam suggestion are equally comprehensive as to the achievement of public 
purposes. 

But aside from that, we seriously doubt whether § 10 (a), which attaches con- 
ditions to the issuance of a license under § 4 (e), was intended by Congress to 
require the Commission to compare a suggested but rejected Federal plan with 
pending private proposals, to see which is “best adapted to a comprehensive 
plan” of development. Such a comparison is made under §7 (b) when the 
Commission decides whether in its judgment the United States should undertake 
the construction and in doing so of course employs standards which include 
those set out in §10 (a). The Act must be read and applied as a whole. 

We have seen that § 10 (a) thas to do with licenses issued under § 4 (e) and 
prescribes conditions to which they must be subject. It comes into play only 
after the Commission has decided against Federal construction and so has turned 
to the consideration of applications for licenses therefor under § 4 (e). We do 
not agree that a suggested plan of Federal development, which has been rejected 
by the Commission under § 7 (b), must be used by it as the standard of judgment 
under § 10 (a). 

The purpose of that section is to insure that a private proposal be not licensed 
unless it is “best adapted” etc. The word “best” is of course superlative and 
suggests comparison of two or more applications for licenses under § 4 (e). 
But when, as here, the suggested Federal development has been rejected and 
there is only one private proposal for consideration, §10 (a) can only mean 
that it shall not be licensed unless it is found, in the judgment of the Commission, 
to be well adapted to a comprehensive plan for the development of the water 
resources. 

If it should still be argued, however, that in forming its judgment under 
§10 (a) the Commission must reject a private proposal which is presently 
available and which is well adapted to a comprehensive plan merely because a 
suggested federal plan, which it has already justifiably refused to recommend, 
is said to be better adapted to a comprehensive plan, the considerations which 
moved its §7 (b) decision again become important. In that event, the practical 
economic aspects of the two plans and the prospect of immediate construction 
become large factors in the process of deciding which is “better adapted.” 


* Chapman vy. Federal Power Commission, 345 U. S. at 172-3. 
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Again, we cannot substitute our judgment for that of the Commission concern- 
ing the technical questions which were before it. 

The Commission did not act hastily in this matter. Idaho Power's first 
application was filed in 1950 and the others in 1953. And it was not until 1955 
that the project was licensed, after the mature consideration we have described. 
We are not willing to accept the petitioners’ characterization of the Commis- 
sion’s action as “administrative lawlessness.” On the record before us, it may 
be the Commission could properly have concluded that the high dam project 
was appropriate for federal development. But the decision was for the Com- 
mission, not for us. Our task is to say whether the Commission was under a 
duty, in applying the law to the facts of record, to reach that conclusion instead 
of the one it did reach. Clearly we cannot so hold. 

Other contentions of the petitioners, such as that the licensing order violates 
§13 of the Act, which limits to four years the time within which licensed 
construction must be completed, have been considered but are regarded as in- 
substantial. We find no instance in which the Commission went beyond the 
confines of the Constitution or the governing statute; and we think that on 
the whole record “it cannot be said ... that the judgment which it exercised 
had no basis in evidence and so was devoid of reason.” ” 


Affirmed. 


1% Chapman y. Federal Power Commiasion, 345 U.S. at 171. 
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